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(Sood Business Men 
are making ood profits 
with the 


HROUGHOUT 1934, the Oldsmobile account 
has proved to be one of the most profitable 
that any automobile dealer could obtain. 


The Oldsmobile lines—both Sixes and Eights— 
have been highly successful with the public. 
Retail sales for the nine-month period ending 
September 30th more than doubled the sales 
for the same period of 1933. And, for the most 
part, dealers making these sales have shown very 
satisfactory profits on their investments. 


Oldsmobile is definitely committed to a policy 
of helping its dealers make money. In addition 
to giving them highly desirable cars to sell, it 
offers merchandising counsel, management help, 
service and accessory promotion—all for the pur- 
pose of assisting them to earn greater net profits. 


It is a fact recognized by Oldsmobile that the 
capital structures of retail dealerships are often 
built up to a desired point from the profits 
For this 


reason, Oldsmobile is particularly interested in 


made on small initial investments. 


seeing that its dealers make money. 


OLDSMOBILE FRANCHISE 


Read what 
Oldsmobile Dealers Say 
of their 
PROFIT OPPORTUNITIES 


** .. There is no safer place that a man 


could invest his money, in the automotive in- 

dustry, than with Oldsmobile with its sound 

policies. I am looking forward to 1935 with 

the anticipation of the best year since I have 
been in the industry.”’ 

LoGan OLDsMOBILE Co. 

PORTLAND, ORE. 


. We have found it possible to increase 


our profits from year to year in proportion to 
the consistent gain in Oldsmobile’s popularity 
and feel positive that even greater public ac- 
ceptance is assured in the future.”’ 
May Moror Sates 
Cuicaco, ILLINOIS 


‘|, . From one standpoint the happiest thing 


about our experience is that we have made a 

substantial profit each month since we opened 
up with Oldsmobile.”’ 

Haskins-Beatry Motor ComMPaANny 

DENVER, COLORADO 


‘¢ |... With both product and policy ‘right’, 

and with enthusiastic public acceptance of your 

car, it is obvious that you have an ideal fran- 
chise from a profit standpoint.’” 

SOUTHERN Motor Car CoMPaNny 

MEMPHIS, TENNESSEE 


OLDS MOTOR WORKS 


Lansing, Michigan 
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PAGE ONE 


T the American Bankers Associa- 
tion Convention in Washington, 
George N. Peek, head of the Ex- 

port-Import Bank, suggested a program 
of coordination of banking and Govern- 
ment efforts to give impetus to Ameri- 
can foreign trade. 

Rudolf S. Hecht, President of the As- 
sociation, responded to the suggestion 
without delay. As a result a committee 
has been appointed which is headed by 
Robert F. Maddox, former president of 
the American Bankers Association and 
now a director of the First National 
Bank of Atlanta, Georgia. 


* 


This Nation’s Place 


Reasons why many if not most Amer- 
ican bankers have shied away from al- 
most everything connected with foreign 
trade in recent months are easily under- 
stood, although as a matter of fact most 
of them are essentially unsound. That 
banks, and more particularly their cus- 
tomers, have met with losses, difficul- 
ties, unfair practices and foreign gov- 
ernmental policies close to confiscation 
must be admitted; it may also be ad- 
mitted that foreign trade at present and 
in the immediate future may involve 
further experience along the same line. 

It does not follow, however, that these 
are sufficient reasons for abandoning the 
foreign trade field. 
Had American 
producers quailed 
in the face of diffi- 
culties there never 
would have been 
any American 
foreign trade. 
What profitable 
trade with other 
countries the 
United States has 
had in the past— 
and it has been 
large and profit- 
able in spite of 
losses in recent 
years—has re- 
sulted from many 
years of effort in 
overcoming ob- 
stacles of every 
sort. 

Neither the 
United States nor 
any other country 
can afford to do 
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without a measure of foreign trade pro- 
portionate to its total production and 
based upon a fair balance between im- 
ports and exports, visible and invisible. 
Nor will there be general business re- 
covery in this country or in the world un- 
til the interchange of commoditiesamong 
nations has again approached normal. 
How far Government institutions 
like the export-import banks, estab- 
lished with Federal funds and largely 
financed by the R.F.C., could go in 
reestablishing foreign trade by their own 
efforts and through governmental ma- 
chinery alone is problematical. That 
they can go a long way in cooperation 
with the commercial banks admits of 
little question. The cooperation between 
them and commercial banks through a 
committee of the American Bankers 
Association is eminently practical. 
Foreign trade, like any other trade, is 
preeminently a commercial bank propo- 
sition, but it is evident that in times of 
especial difficulty the fact-collecting, 
advice, direction, and supplementary 
financial services of the Government in- 
stitutions can be of exceptional value to 
the commercial banks. It will enable 
them to avoid losses, use banking funds 
to the best advantage of American ex- 
porters and protect the interests of the 
latter while at the same time they them- 
selves will receive the protection which 


OFFICERS OF THE EXPORT-IMPORT BANKS 


The photograph on the cover of this issue of BANKING (reproduced 
below) shows the five officers of the two Federal export-import 
banks. They are, from the left, Charles E. Stuart, executive vice- 
president; R. Walton Moore, chairman; George N. Peek, presi- 
dent; Lynn P. Talley, treasurer; Warren Lee Pierson, secretary. 


Government intervention in commer- 
cial treaty and tariff matters can prop- 
erly extend to them. The restoration of 
American foreign trade, like all foreign 
trade, will be a slow process at best, but 
it can and will be accomplished in due 
time by sound banking and commercial 
methods in which cooperation between 
banks and their customers with govern- 
mental authorities is an essential factor. 


* 
Shrinking Exports 


There is concern in Washington over 
the fact that the exports of raw cotton 
to other countries are decreasing. Vir- 
ginia tobacco growers also have come to 
realize that the export of large quanti- 
ties of tobacco seed in the face of a great 
decrease in the export of leaf means 
something rather sinister. In other 
words, some one is commencing to real- 
ize that crops cannot be cut short and 
prices forced above world levels in the 
United States without destroying the 
country’s foreign trade. 


* 


Balanced 


The more the results of the Novem- 
ber election are studied the more certain 
it appears that the balance of power in 
the new Congress will be held by mid- 
dle-of-the-road members. A canvass of 
the records, 
speeches, com- 
mitments and 
other pledges of 
members made 
by various inves- 
tigators, includ- 
ing a press asso- 
ciation, shows, 
for example, that 
the non-com- 
mitted vote 
holds the balance 
of power in the 
matter of contin- 
uing the A.A.A., 
extension of re- 
lief, continuation 
of the 7a clause 
of the N.ILR.A., 
immediate pay- 
ment of the sol- 
diers’ bonus, 
unemployment 
insurance and di- 
rect inflation. 
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Profit or Loss in 1935? 


Your bond account may decide tt. 


Banking profits won’t come easily in 1935. Every forward-looking 
banker knows that... is prepared to make every phase of his bank’s 


operations contribute its share. 


Give a thought to your bond account. Will it bring you safety, plus 
income, plus an opportunity for capital appreciation? Or, will it just 
take your valuable time away from other important duties, and reward 
you with the uncertainties that are bound to arise when one man tries 


to handle so complex a job single-handed? 


Take a hint from the many successful banks now using Moody’s Super- 
visory Service. They have rails specialists, utilities specialists, foreign 
bond specialists —the same organization that compiles the universally- 
accepted Moody’s Ratings— watching over their bond accounts. They 
have a personal counsellor who knows their needs for income, liquidity, 
diversification, watching and working constantly to improve the quality 
of their investments. And for a fee your bank can afford, they’re getting 


the results your bank would like to see! 


There’s no better way to start the New Year right than to submit your 
list for Moody’s examination. We will send you information on Moody’s 
Supervisory Service in relation to your specific problems. There’s no 


cost or obligation. Do it now! 


Moopy’s INVESTORS SERVICE 


JOHN MOODY, President 
65 BROADWAY NEW YORK CITY 
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TREASURY REMOVES EXCHANGE RESTRICTIONS 


Except for the embargo on gold bullion, the Treasury, on Novem- 

ber 12, removed the limitations on foreign exchange transactions. 

Gold certificates may not be transferred, but exports of currency, 

including silver, are permitted by the blanket license which was 

sponsored by Thomas Jefferson Coolidge, Under-Secretary of the 

Treasury. Large transactions in exchange must be reported to the 
Federal Reserve bank 


over-all majority for the N.R.A. as 
revised, P.W.A. expansion, the 30-hour 
week, old age pensions, and the New 
Deal in general. There is an over-all 
majority against immediate balancing 
of the budget. The majorities on unem- 
ployment insurance and Section 7a are 
narrow. The average derived from these 
conclusions is that the President will 
boss the job of legislation for the next 
session of Congress at least. 


* 
Legislation 


Chairman Fletcher of the Senate 
Committee on Banking and Currency is 
of the opinion that there will be little if 
any important banking legislation in 
the coming session. Of course, there is 
room for considerable difference of opin- 
ion as to what constitutes important 
banking legislation. If one were to judge 
the prospect by the number of commis- 
sions, committees, investigators, brain 
trusters and what not on the investi- 
gating end of things it would appear 
that the whole banking system would 
be turned upside down and an entirely 
new arrangement set up. The probabili- 
ties are that the senior Senator from 
Florida is nearer right than the agita- 
tors and that legislation likely to result 
from current discussion and investiga- 
tion will be along conservative lines, 
limited to the immediate necessities of 
the situation. 


December 1934 


Governments 


The $992,000,000 of 214 per cent 
Treasury certificates of indebtedness 
due December 15, will, of course, start a 
new line of Government financing and 
refinancing, the only question being as to 
how much and just when. Presumably a 
start will be made this month on refinanc- 
ing the $1 870,000,000 of Fourth Liberties 
now under call for redemption in April. 
Even if the Treasury policy of spending 
some of its gold profit for current ex- 
penses is followed there will be need for 
half a billion dollars of new money before 
the first of the year unless the balance in 
the general fund is allowed to fall below 
the level which the Government has 
lately considered advisable. 

On the face of things it looks as 
though December financing, old and 
new, will run around $2,500,000,000 
with perhaps another similar amount in 
early Spring. With various Government 
agencies also calling for funds there is 
plenty of employment in sight for capi- 
tal of this particular class, the inciden- 
tal implication being that the Govern- 
ment in the meantime is not likely to 
follow any inflation policies of serious 
moment, even if it cared to do so. 


* 


Dollars 


The ups and downs of the dollar in 
the exchange markets of the world can 


PHILADELPHIA - BOSTON 
ST. LOUIS 


e SPECIALISTS IN e 


UNITED STATES 
GOVERNMENT 
SECURITIES 


C.J.DEVINEs CO. 


INCORPORATED 


48 WALL STREET, NEW YORK 
HAnover 2-2727 


- CHICAGO 
SAN FRANCISCO 


Direct Wires to all Offices 


A promise — 
not a speculation 


Investment 
soundness made it possible 
for this company to keep its 
promises to every policy- 
holder during a trying 
period. 

Why not call on that se- 
curity, which has met the 
severest of tests, when mak- 
ing your financial plans? 

Life insurance is a prom- 
ise—not a speculation. 


INSURANCE COMPANY 


OF BosTON, MASSACHUSETTS 


JOHN HANCOCK INQUIRY BUREAU 


197 Clarendon Street, Boston, Mass. 


_ Please send me information about the 
investment value of life insurance. 
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Fo; more than a century 


and a quarter this institu- 
tion has adhered to a single 
policy of service to corre- 
spondent banks. 


Experienced management 
Efficiency of operation 
Extensive connections 


Liberal reciprocal 
arrangements 


have produced a steadily 
increasing volume of 
business. 


We solicit new accounts on 
the basis of a service that 
has withstood every test. 


eee THE... 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital and Surplus... . $30,000,000 


mean much or little according to circum- 
stances of the moment but, by and large, 
when the dollar is held low for as long 
a time as it was until the first of Novem- 


| ber it is pretty safe to say that some one 


is going short of the American unit and 
that sooner or later there will be a rush 


| to cover. So long as international finan- 
cial and trade conditions continue as 


they have been for many months and 
until the United States again starts to 


| lend money to other countries in some 


form, the trend of gold is in this direc- 
tion and it is likely that the current 
$8,000,000,000 mark for the national 
gold stock will be well overshot by next 
Spring. 


Money 


The total amount of money in circu- 
lation in the United States on Novem- 
ber 7 was $5,503,000,000 as compared 
with $5,486,000,000 on the same date a 
year earlier. This shows an apparent in- 
crease of $17,000,000, but since the 
Treasury last January dropped the fic- 
tion that there was $287,000,000 in gold 
coin in circulation not included in other 
figures there has actually been an in- 
crease in circulation of a little over 
$300,000,000. It is rather useless to in- 


| quire why, but the fact is that there is 


still far too much money outside of the 
banks for the amount of business done. 


* 


Spreading Butter 


The entire industrial world, domestic 
and foreign, will watch with interest 
akin to anxiety the results of the pros- 
pective attempt of the automobile com- 
panies so to stagger their output as to 
reduce the peaks and valleys of automo- 
bile factory activity and spread the 
butter of employment more evenly 
upon the bread of their working people. 
Doubtless the ideal arrangement would 
be to distribute the work as evenly as 


| the instalment payments on the 65 per 
| cent of cars which are sold on that basis. 
| It may be doubted whether the plan to 


secure this spread by putting out new 
models at different times will be effec- 


| tive. It might interfere with the busi- 


ness stimulation involved in efforts of 


| the Smiths to keep up with the Joneses. 


But any plan to even up employment 


| and prevent two-thirds of a year’s pro- 


duction being crowded into the first 


| half of the year will be welcome. 


* 


| Silver 


There have been signs aplenty that 
the silver purchase activities of the 
Treasury abroad have not been as pro- 
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nounced in the past few weeks as they 
were soon after nationalization of the 
white metal. For one thing, speculators 
have so cornered the larger portion of 
the available supply of silver in world 
markets that the Treasury would be 
squeezed if the policy were pushed too 
hard at this time; and there are times 
when even the Treasury refuses to be 
squeezed. 

The more the matter develops the 
more it becomes certain that nothing 
like the amount of open market silver or 
supplies owned by foreign governments 
necessary to carry out the 75-25 per 
cent program of the United States will 
be available at a reasonable price and 
within a reasonable period. In this as in 
other respects the advocates of silver as 
money have misread statistics and over- 
shot their market. 

Meanwhile Mexico is enjoying a 
slight business boom as a result of 
American silver purchases and high sil- 
ver prices, while China’s trade is in the 
doldrums despite the embargo on the 
export of silver from that country. This 
not only illustrates the fact that what is 
one man’s meat may be another’s poison, 
but also indicates that even a tempo- 
rary reversal of American policy would 
reverse trade currents and upset world 
trade just that much more. The ef- 
fects of an unsound economic policy can 
go a long way and many ways, but 
sooner or later they return to plague 
their progenitor. 

* 


Lost: A Report 


There is as much conjecture in gov- 
ernmental circles as elsewhere as to the 
teport which Professor J. H. Rogers of 
Yale went all the way to China to make 
as the basis of the Government’s silver 
policy. It is said that on his return the 
professor was promptly excluded from 
the inner circles of silver and other 
monetary manipulation when he refused 
to take permanent employment on the 
staff of the Treasury Department and 
thus become amenable to official regula- 
tion and control. That report surely 
would be interesting and valuable. 


* 

Coinage 

One other event of interest in the sil- 
ver world in recent weeks is the renewal 
of the coinage of silver dollars. Accord- 
ing to reports among silver circles in 
Congress some $15,000,000 of these 
coins are to be put out. The Treasury 
states that, until recently at least, ac- 
tual coinage amounted to $63,000. The 
reason seems to be that certain silver 
members of Congress require more than 
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PEEK ASKS FOREIGN 
TRADE COOPERATION 


EWING 


George N. Peek, president of the export- 
import banks and special adviser to Mr. 
Roosevelt on foreign trade, as he talked 
to the bankers in Washington, request- 
ing a committee to cooperate with the 
foreign trade efforts of the Government 


MADDOX HEADS 
ASSOCIATION COMMITTEE 


Robert F. Maddox, former President of 

the American Bankers Association and 

now director of the First National Bank 

of Atlanta, who heads the committee of 

bankers appointed by President Hecht 
of the Association 


silver certificates, new and crisp though 
they may be, to convince their constitu- 
ents that something is being done for 
silver. The hard money is convincing, 
however much it may partake of the 
nature of stage setting and window 
dressing. With over $539,000,000 of old 
silver dollars in Treasury vaults which 
the public is unwilling to use there can 
be no other reason for a renewal of silver 
dollar coinage than pure politics. 


* 
Cotton 


The referendum vote as to whether 
the compulsory cotton control effected 
under the Bankhead Act is to be con- 
tinued next year will be taken in mid- 
December. It is to be submitted to the 
cotton farmers, not to the cotton con- 
sumers. It is hardly necessary to ask the 
opinion of the payers of the processing 
taxes on which all such schemes are 
based; in fact, the taxpayers have noth- 
ing to do with the matter except pay the 
taxes, since the latter are to be con- 
tinued under the voluntary restriction 
program. The significant aspect is that 
even the supposed beneficiaries of the 
compulsory system are divided in opin- 
ion as to benefits. 


Hens 

Experts of the Agricultural Adjust- 
ment Administration agree that it will 
be impossible to control poultry and 
egg production through any scheme 
similar to those applying to grain, live 
stock, tobacco and agricultural miscel- 
lany. In dealing with eggs and chickens 
the Government would be dealing with 
American farmers’ wives, and regiment- 
ing American women is something 
which even the A.A.A. will not attempt. 


* 


Steady Advance 


Authorities of the A.A.A. and the 
Department of Agriculture in the first of 
the Government’s prognostications for 
1935 have decided that the outlook 
promises no sudden recovery but rather 
a gradual improvement in farming and 
business conditions, in which increasing 
steadiness is to be an important factor. 
Somehow these conservative ideas carry 
much more weight than the recovery- 
just-around-the-corner variety. 


* 


Reserve Notes 

The Glass-Steagall Act of 1932, pro- 
viding that Federal Reserve notes may 
be backed by United States securities 
instead of eligible commercial paper for 
collateral above the 40 per cent gold 
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A Guarantee of Better Lumber, 


Better Construction, Better Security en 


@ No need to dwell on your responsibility 
for making sure of quality materials before you approve 
a modernizing loan. But perhaps you don’t know how 
Weyerhaeuser 4-SQUARE Lumber simplifies this 
problem. 

4-SQUARE Lumber is not ordinary lumber— 
it is improved, precision manufactured lumber. The 
4-SOUARE trademark on every piece guarantees these 
qualities: (1) Properly seasoned stock. (2) Trimmed to 


WEYERHAEUSER 


FIRST NATIONAL BAN K 


BUILDING 


exact lengths. (3) Square, smooth 
ends. (4) Width and thickness sizes in accordance 
with uniform standards. 

Trademarked 4-SQUARE Lumber costs no more 
to use and is available in all principal softwood species. 
There are 2500 dealers selling it from coast to coast. 
When 4-SQUARE Lumber is specified on a con- 
tractor’s estimate, you can be sure of your contractor, 
sure of your material. 


SALES COMPANY 


SAINT PAUL, MINNESOTA 
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minimum, will expire next March 3. 
The original act was a strictly emer- 
gency measure, to run for one year. 
Then it was renewed for a year, still as 
emergency legislation. At present the 
eligible paper portion of Reserve note 
backing amounts to around $9,000,000 
on notes in actual circulation of about 
$3,200,000,000. 

Member banks still hold eligible paper 
in their portfolios amounting to more 
than $2,000,000,000, but they have 
little or no occasion to borrow money 
on it and money formerly borrowed for 
currency purposes has long since been 
paid. If some one will advance a scheme 
for properly collateralling Reserve notes 
otherwise than by Government securi- 
ties and on an otherwise than emer- 
gency basis it will be gladly received. 


Relief 

The cost of administering relief by 
the Federal Emergency Relief Adminis- 
tration in recent weeks has been 11.5 
per cent of the funds distributed. That 
is high and can be justified only by the 
need of thorough investigation of all 
cases on the relief rolls. Unfortunately 
the most inefficient work in the direct 
relief program has been that done by 
state and local authorities in this mat- 
ter of investigating relief cases. Put 
politics—mostly state and local—out of 
the picture and the cost of administra- 
tion will be more reasonable. 


* 


States and Municipals 

Apparently about $150,000,000 of the 
$175,000,000 in new bonds authorized 
by states and municipalities at the 
recent election is for relief purposes. 
Doubtless this amount will be hailed by 
the Federal relief authorities as sub- 
stantial help in the bearing of a tremen- 
dous burden, but actually the total is 
far below what has been hoped for and 
what is necessary if the states and mu- 
nicipalities, especially the former, are to 
come across with their share of bearing 
the common burden. 


* 


Reserve Earnings 


Four years ago congressional inves- 
tigators of the banking system were 
worried over earnings of the Federal 
Reserve banks, and many were the elab- 
orate plans for giving member banks a 
greater share in the profits derived from 
the use of their pooled funds. With 
total commercial bill holdings of the 
Reserve banks around $17,000,000 and 
the rest of their earning assets in Gov- 
ernment securities, four-fifths of which 
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BORAH CRITICIZES RELIEF DISTRIBUTION METHODS 


-_ 


‘J have had brought to my attention instances in which the cost, 

or expense, of administering a fund was about half the fund to be 

administered,” says the Idaho Senator. He made no charges of 

‘Seraft” but did of ‘‘political scandal.’’ Harry L. Hopkins, relief 

administrator, at once ordered a thorough inquiry, sending his 

chief investigator to confer with the Senator. Above are Mr. 
Borah and Investigator Dallas W. Dort 


are short and intermediate term notes, 
certificates and bills of low interest 
return, the question of a division of Re- 
serve bank earnings is not likely to 
trouble the authorities for some time. 
It is a rather peculiar commentary on 
current agitation for a central bank that 
it should come at a time when a central 
bank operating upon sound and ac- 
cepted central bank principles is not a 
self-supporting institution. 


* 
Gifts 
On January 1, 1935, the new schedule 
of gift taxes under the Federal revenue 
act goes into effect. Present Federal 
taxes on gifts range from three-quarters 
of one per cent on net gifts not in excess 
of $10,000 to 334 per cent on net gifts 
in excess of $10,000,000. Under the new 
schedule the rates on gifts above $70,000 
are raised all along the line to a maxi- 
mum of 45 per cent on net donations in 
excess of $10,000,000. Not many gifts of 
this latter sort are likely to swell Federal 
revenues; Uncle Sam, in fact, counts 
upon only $5,000,000 additional revenue 
on this account but, of course, there 
may be wind-falls. 


* 


H.O.L.C. Bonds 


It appears that the Treasury officials 
were disappointed that the latest $50,- 


000,000 issue of Home Owners’ Loan 
Corporation bonds found its way into 
bank vaults instead of the private boxes 
of small investors. Some day the au- 
thorities will realize that the average 
small investor is not attracted by 3 per 


cent interest. 
* 


Moonshine 


In many internal revenue districts 
the manufacture of moonshine liquor is 
estimated at twice what it was in prohi- 
bition days. Apparently it will take 
Federal authorities as long to find out 
that people insist upon having liquor at 
a reasonable price as it did for them to 
realize that people insist upon having 
liquor. The heavy taxes on liquors im- 
posed by Federal, state, county and 
municipal authorities are not an aid to 
temperance. They are an incitement to 
continued law breaking in which the 
moonshiner and the bootlegger get the 
income the Government could and 
would have if a more reasonable policy 
were followed. 


Rebuilding 


Half a dozen leaders of the Republi- 
can party demand a reconstruction of 
the Grand Old Party along new lines and 
with new leaders; change will probably 
come through evolution, not revolution. 
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To the Bankers of the Country: 
OUR APPRECIATION 


AT THE TURN OF THE YEAR 1933-34 it was apparent that 
many people who had been making a bare living were 
again able to build a reserve for the future from present 
earnings. As a natural consequence, during 1934, Investors 
Syndicate resolved to make Living Protection the goal of a 
substantially increased number of people in this country 


and Canada. 


WE ARE IMMENSELY GRATIFIED with the extent to which 
our efforts have been rewarded this year. Reinstatement of 
defaulted certificates in steadily increasing numbers testify 
to the strengthening of family resources. New business in 
exceptional volume reflects an awakened sense of the 


necessity to safeguard against future depressions. 


As A FINANCIAL INSTITUTION, Investors Syndicate has al- 
ways recognized its indebtedness to the bankers of the 
country for their favorable opinion of its financial integrity 
and their approval of its reserve-building plan. For this 
fair-minded support, and its salutary influence, we are 


happy to make this public expression of appreciation. 


INVESTORS SYNDICATE 


LIVING PROTECTION THROUGH MONEY MANAGEMENT 
Founded 1594 


Offices in 51 Principal Cities... Representatives Throughout United States and Canada 


AFFILIATED COMPANIES: INVESTORS SYNDICATE TITLE & GUARANTY COMPANY, NEW YORK - INVESTORS SYNDICATE, LTD., MONTREAL 
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‘*The dinner was served up in the 

Great Hall where the Squire always 

held the Christmas Banquet.’’ — 

‘**Bracebridge Hall,’’ from Washing- 
ton Irving’s Sketch Book 


IN OTHER magazines: “‘Fobs 
Versus Dole’, by Harold L. 
Ickes, Today; “Success Through 
Trial and Error”, by Albert 
Shaw, Review of Reviews, Nov- 
ember; “‘Uncle Sam, Landlord, 
the Myth of Slum Clearance’, by 
Herbert Corey, The New Out- 
look, November; ‘‘The New 
Model Trade Agreements’, by 
E. B. Dietrich, The Journal of 
Political Economy, October; “ The 
Johnson Act and the International 
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CONTINENTAL ILLINOIS 
NATIONAL BANK AND 
TRUST COMPANY 


OF CHICAGO 


Statement of Condition, October 17, 1934 


RESOURCES 


Cash and Due from Banks 
United States Government Obligations, 
Direct and Fully Guaranteed: 
Unpledged 
Pledged * 
Other Bonds and Securities: 
Unpledged 
Pledged* 
Loans and Discounts 
Stock in Federal Reserve ar 
Customers’ Liability on Acceptances 
Income Accrued but Not Collected 
Banking House 
Real Estate Owned than 


Other Resources 


$291,462,349.37 
59,514,698.72 


$ 66,973,382.86 
249,311.72 


LIABILITIES 

Deposits: 

General . 

Public Funds 
Acceptances . 
Reserve for Taxes and Labianis 
Income Collected but Not Earned 
Capital Account: 

Preferred Stock 

Common Stock 

Surplus ; . 

Undivided Profits 


Reserve for Contingencies 


$699,719,136.56 
84,713,239.13 


. $ 50,000,000.00 
25,000,000.00 
10,750,000.00 


7,090,785.47 
12,500,000.00 


*To secure public, trust department and bank receivers’ funds. 


$202,315,255.08 


350,977,048.09 


67,222,694.58 
252,805,565.38 
3,000,000.00 
1,739,042.88 
35715,267.83 
14,175,000.00 
1,300,888.00 


123,775-39 
$897,374,537-23 


$784,432,375.69 
1,821,387.69 
5:441,665.53 
338,322.85 


105,340,785.47 
$897,374,537-23 
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The Debtor’s Right to Pay 


By WILLIAM I. MYERS 


Governor, Farm Credit Administration 


HE picture which confronted those concerned with 
few of agricultural credit in the early months of 
1933 was discouraging. The farm creditors not only 
were extremely cautious in extending new credit and making 
renewals, but increasing numbers of them were trying to 
liquidate. Farm income, which determines the debt-paying 
ability of farmers, was at an ebb lower than at any other time 
since the sharp decline in 1920. The prices received by farm- 
ers for their products were only a small fraction of the prices 
received prior to the 1920 depression, while the prices paid by 
them for supplies, machinery and other manufactured ar- 
ticles had not declined proportionately. ” 
Because of this price situation mort- 
gage indebtedness, which had previ- 
ously been regarded as reasonable, had 
become a burden. In many instances 
this debt was clearly beyond the ability 
of the debtor to pay unless he had in- 
come in addition to that provided by 
the farm. Because relatively few farm- 
ers were able to pay their necessary 
cash living expenses and have sufficient 
income left for taxes and interest, the 
debt-paying morale was greatly low- 
ered. Many worthy and efficient farm- 
ers, who previously had always paid 
their debts promptly, developed a feel- 
ing of utter discouragement and despair. 
The farm-mortgage debt per acre 
increased rapidly during the period 
1910-33. The 1920 debt was 2.3 times 
that of 1910 and the 1930 debt was 
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approximately three times that of two decades earlier. The 
debt-paying ability of farmers did not keep pace with this 
increase in debt throughout the period. If the average of the 
per-acre returns from the ten leading farm crops is assumed 
to be an index of farm income, the farmers found it relatively 
easy to pay the charges on farm mortgage debt as late as 
1919, because crop returns had kept pace with the increase in 
farm debt. By 1932, however, crop returns per acre had 
declined to one-half of the 1910 figure. Thus we had a situa- 
tion where many farmers were attempting the almost im- 
possible task of carrying mortgage indebtedness three times 
as large as that of the base year (1910) 
with an average farm income one-half 
of that received during the base year. 

In this group there were many farm- 
ers who had saved money through good 
farming practice and thrifty living in 
the years gone by and had invested it 
as a down-payment on a farm. Their 
desire for home ownership was an in- 
centive. Their only mistake was in 
being born at the wrong time so that 
they reached this stage toward farm 
ownership at the wrong period. Con- 
sequently they misjudged the stability 
of the price level and underestimated 
the duration of the depression. Not 
alone were they at fault, for in many 
instances the creditors themselves en- 
couraged the acceptance of credit 
which subsequently proved to be be- 
yond the debtors’ ability to pay. 


ANGELL 


STAFF CONFERENCE 


ANGELL 


In this picture of Farm Credit Administration officials are, left to 


right, F. W. Peck, E. B. Reid, F. F. Hill, J. H. Guill and Mr. Myers 


As usual, a magic formula was not 
available for correcting this condition 
at once, because so many factors had 
contributed to the situation of each 
individual, debt-ridden farmer. 

However, it would have been a na- 
tional catastrophe if good farmers had 
been thrown out of their homes as a 
result of conditions over which they had 
no control. Constructive plans for cor- 
recting this farm situation were de- 
manded. One of these plans was the 
program of the Agricultural Adjustment 
Administration, which has as its prin- 
cipal objectives the raising of farm 
prices and the closing of the gap be- 
tween the prices of things farmers sell 
and the things farmers buy. The accom- 
plishment of this objective would go far 
in restoring the debt-paying ability of 
farmers and relieving the situation 
which existed in 1933 when, as a result 
of mortgage delinquencies, probably 
more than a half million farmers were 
threatened with the possibility of fore- 
closure. 

As a more immediate and direct 
measure to meet the farm-debt problem 
the Emergency Farm Mortgage Act 
was passed in May 1933. This act pro- 
vided the means for refinancing the 
overburdensome indebtedness of farm- 
ers. Congress, reflecting the demand of 
its constituents, placed upon the Farm 
Credit Administration the responsibil- 
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ity of stopping foreclosures. The prog- 
ress of the Farm Credit Administration 
in attaining this goal has been told 
many times, and the statistical informa- 
tion indicates that progress is readily 
available. 

The job of the Farm Credit Adminis- 
tration in this refinancing is to deter- 
mine the amount of indebtedness a 
farmer can reasonably expect to carry 
on his farm. In dealing with the heavily 
indebted farmer, the Farm Credit Ad- 
ministration is consistently applying a 
new yet fundamentally sound measur- 
ing stick in determining the maximum 
amount of credit to be extended. This 
measure is “ability to pay.” The use of 
this concept as a basis for appraising 
farms has been criticized during the past 
several months in many areas where the 
sales or speculative values of farms have 
been out of line with their earning 
power as measured by their normal 
productive income. Experience, how- 
ever, teaches us that the making of 
loans on the basis of the farmer’s ability 
to pay, in terms of average efficiency, 
average production, and normal prices, 
represents the only sound lending policy. 

In an emergency refinancing program 
the Farm Credit Administration is deal- 
ing with many farmers who are indebted 
beyond their ability to pay under nor- 
mal conditions of farm prices and in- 
come. In such cases the Farm Credit 


“THE possibility for many 
good farmers toacquire farms 
in the future will depend upon 
the confidence of creditors in 
the credit structure,” says 


Governor William I. Myers. 


Administration cannot lend a sufficient 
amount to permit the farmer to pay in 
full the existing indebtedness. If such 
farmers are to be permitted to continue 
their farming operations, a composition 
of their indebtedness appears necessary. 
Many farm leaders who have shown 
great interest in the farm debt situation 
feel that a scaling down of the indebted- 
ness would not only put such farmers in 
position to pay their debts, but would 
also restore their morale and renew 
their faith in agriculture so that they 
would again become normal purchasers 
in their communities. 

In order to meet this situation and as 
a phase of the President’s national re- 
covery program, the governors of the 
several states were requested to set up 
state and county agricultural credit 
committees. This was done in order to 
have a carefully selected personnel to 
deal with the cases of farmers with over- 
burdensome indebtedness. 

At present the governors of 44 states 
have set up these state and county com- 
mittees. A typical state committee rep- 
resents a cross section of the farm debt- 
ors and farm creditors of the state. 
Likewise a typical county committee is 
composed of creditor and debtor repre- 
sentatives. The members of these state 
and county committees have been care- 
fully selected. Private and corporate 
credit interests united with representa- 
tives of farmers’ organizations and of 
the colleges of agriculture in the selec- 
tion of committeemen. At present there 
are 2,569 county committees in the 44 
states with more than 13,000 members 
who are voluntarily giving their services 
in helping farmers and creditors to 
reach satisfactory agreements in cases 
of excessive debts. 
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The primary concern of these state 
and county committees is that of stop- 
ping foreclosures, especially where the 
facts show that the farmer is worthy 
and efficient and that conditions beyond 
his control are responsible for his failure 
to meet his debts. In the past, court 
proceedings have been about the only 
means for making necessary debt ad- 
justments, and probably these are the 
least desirable means for attaining set- 
tlements. Often the proceedings are 
slow, costly and laden with uncertain- 
ties. They frequently result in the dis- 
possession of a farmer as an owner and 
usually lessen the possibility of his 
remaining on the farm as a tenant. They 
seldom materially benefit the creditor. 
Even first mortgage creditors may lose, 
while second mortgage creditors and 
others may suffer complete loss. Com- 
monly, after foreclosure the creditors 
have possession of a farm from which 
they receive less than the dispossessed 
farmer was able to pay. In other words, 
they may find that they have not only 
dispossessed a deserving farmer but 
have imperiled their chances to recover 
the money they have loaned. 

Voluntary negotiations for intelligent 
adjustment of debt in line with the 
debtors’ ability to pay include all of the 
advantages of court liquidation without 
many of its disadvantages. The worthy 
and efficient farmer is permitted to 
return to his farm with the hope that 
with careful management he may work 
out of his debt situation. 


“LARGE loans made in a pe- 
riod of high price levels are 
now resulting in quite general 
distress. Adjustments must of 
necessity be made in many 
cases, either by liquidation or 
upon a voluntary basis. Ex- 
cessive debts cannot be re- 
financed without adjustment.” 
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Farm debtors and creditors alike are 
beginning to make greater use of the 
services of these voluntary committees 
as a means for making adjustments 
which will prove much more satisfactory 
than foreclosure. Influential, open- 
minded, community-spirited men se- 
lected upon a non-partisan basis, such 
as are usually found on county com- 
mittees, are in a strategic position to 
determine the merits of a farm debt 
case. Their recommendations generally 
can be used with benefit to the debtor 
and profit to the creditor, and often lead 
to an equitable solution which elimi- 
nates the necessity of foreclosure. 

In those cases where the facts indi- 
cate that the farmer is inefficient and 
unworthy, there is no hesitancy on the 
part of the state and county committees 
to acquaint the creditors with these 
facts. A committee may even make a 
definite recommendation that fore- 
closure appears to be the advisable pro- 
cedure. Such action is based upon the 
desire of these committees to protect 
the interest of farm creditors in their 
communities through the elimination of 
wilful abuse of creditor leniency. 

Creditors who have accepted the 
assistance of a fair-minded committee 
are in a position to make a decision 
which not only may benefit them but 
will permit the financial rehabilitation 
of the farmers. This rehabilitation may 
be effected by voluntary discounts on 
the part of each creditor, the amount of 
which depends on the amount of the 


security. Proper concessions may often 
enable the farmer to be refinanced 
through loans from the Farm Credit 
Administration or some other credit 
institution. 

The creditor’s decision depends on 
the answer to the question, “Am I bet- 
ter off to accept a smaller amount in 
cash immediately or to depend on the 
uncertainty of the farmer’s promise to 
pay off the larger obligation some time 
in the future?”’ The creditor may decide 
against making these discounts and 
express himself as willing to carry the 
indebtedness. This may be done through 
an extension agreement, which gives 
the farmer a longer period of time in 
which to fulfil the terms of the original 
debt agreement or a modified agree- 
ment, whichever best serves his interests 
and those of his creditors. 

Thus the state and county commit- 
tees are taking the position that during 
this emergency creditors should be 
willing either to allow the deserving 
farmer to be refinanced through the 
Farm Credit Administration or to go 
along with him in making other ar- 
rangements. If the latter alternative is 
chosen, the creditors must have con- 
fidence that the farmers with whom 
they are dealing have average manage- 
ment ability and a good moral reputa- 
tion. County committees are rendering 
service to creditors by informing them 
concerning the ability and honesty of 
farm debtors. 

This question is pertinent: “Should 
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not all other creditors, as well as the 
Farm Credit Administration, work with 
and support these state and county 
credit committees?”? The answer ap- 
parently is “yes,” for at least three 
reasons. In the first place, it is only fair 
to assume that even from the stand- 
point of self-interest all creditors should 
be concerned with keeping worth-while 
and efficient farmers on their farms, 
particularly if this can be done without 
additional financial loss to the creditors. 
Secondly, all creditors should be inter- 
ested in effecting necessary adjustments 
on a voluntary basis in line with a 
farmer’s ability to pay in order to elim- 
inate the necessity of foreclosure. Fi- 
nally, it would seem that all creditors 
could afford to work with these com- 
mittees—reaching out as they do to 
every community in the country—be- 
cause of the powerful influence they will 
have or may have in counteracting any 
trend toward regarding too lightly the 
payment of debts. 

Reduction of excessive debt in line 
with the farmer’s ability to pay is a 
most important factor in reestablishing 


a stabilized debt-paying morale. Once 
necessary adjustments have been made, 
however, these committees, with intelli- 
gent guidance and direction, can do 
much to maintain debtor-creditor rela- 
tionship upon an equitable and sound 
basis. 

Looking to the future, many commit- 
tees are thinking in terms of the credit 
standing of their communities. They are 
urging that nothing be done which will 
tend to cause future creditors to become 
unduly hesitant about making loans in 
their locality. They are resisting any 
tendency toward a lax attitude regard- 
ing the payment of debts. In this con- 
nection their attitude toward the 
Frazier-Lemke amendment may be 
cited. They have urged farmers who are 
excessively indebted not to act hastily in 
filing petitions for relief under the pro- 
visions of this amendment. Instead, 
they are asking such farmers to make 
every effort to reach voluntary agree- 
ments with their creditors, preferably 
through local county credit committees, 
with conciliation commissioners as the 
next step if the county committees are 


MANY farm leaders who have shown great interest in the 
farm debt situation feel that a scaling down of the indebted- 
ness would not only put such farmers in position to pay 
their debts, but would also restore their morale and renew 
their faith in agriculture so that they will again become 
normal purchasers in their communities.—The Author 
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unable to effect acceptable agreements. 

The committees are incessantly di- 
recting the attention of farmers to the 
necessity for maintaining a debt record 
or morale which recognizes no limita- 
tion other than that of ability to pay. 
They, therefore, should become a most 
important factor in maintaining a sound 
and satisfactory debtor-creditor rela- 
tionship. They are deserving of the 
fullest cooperation and support from all 
creditors, whether these be private, 
corporate, or cooperative. 

From the beginning, when the state 
governors were requested to set up 
these committees, the Farm Credit 
Administration has acted in an advisory 
capacity, realizing that excessive farm 
debt burdens had either to be adjusted 
or liquidated. The Emergency Farm 
Mortgage Act was accepted as a man- 
date from the people to bring about, if 
possible, the financial rehabilitation of 
worthy farm debtors. Consequently, the 
Farm Credit Administration should 
continue to cooperate with these state 
and county committees in accordance 
with that mandate. 

The members of the committees re- 
ceive no pay for their services. Such 
voluntary service is typical of the Amer- 
ican spirit in which local communities 
take the responsibility for dealing with 
their own difficult situations. It is a 
spirit not easily defeated. As long as it 
is maintained the future of agricultural 
credit appears bright. 
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*““WE NEED NOT enlarge upon the 
advantages of the bank check. With- 
out question it is the outstanding 
service feature provided by Ameri- 
can banking. It has been developed 
and refined almost to perfection, 
and it is a safe assertion that the 
American public would not tolerate 
its discontinuance”’ 


URING the 10-year period begin- 
D ning about 1920, bank account 

analysis and service charges were 
live issues in the technical banking 
field. As a topic for discussion neither 
was new, but during the period ending 
about five years ago one or both sub- 
jects were bound to appear on the 
programs of state conventions, group 
meetings and other gatherings of bank- 
ers. In 1924 the Clearinghouse Section 
of the American Bankers Association 
began an intensive campaign by ap- 
pointing a committee on analysis of 
accounts, and the work was continued 
later by the Bank Management Com- 
mission. By 1930 what had been an 
open question became a closed story, 
so far at least as bank association ac- 
tivity was concerned. 

Schedules of charges by that time 
had been adopted by thousands of 
banks individually, and by scores of 
clearinghouses. Some of these schedules 
were state-wide in their application, 
and it is significant to note that, al- 
though when clearinghouse action was 
undertaken in the early days a few 
banks later abandoned the charges, 
the practice finally became so well 
fixed as a normal and justifiable charge 
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Is Banking 
A Public Utility? 


that we no longer find any record of 
banks’ being scared off the plan by 
depositor resistance, which in former 
cases was principally due to lack of 
publicity altogether or poorly con- 
ducted publicity campaigns. In short, 
the service charge was regarded as an 
accepted fact, and the chapter was 
closed. Of course there were hundreds 
of banks which neither analyzed their 
accounts nor charged their customers 
for losses sustained, but since their re- 
luctance to do so was of no particular 
harm to anybody except themselves, 
state bank associations and the Amer- 
ican Bankers Association felt it was 
unnecessary to engage in any further 
evangelical work. 

Experience with the Bankers’ Code 
has suddenly revived interest in the 
question of bank costs and _ service 
charge schedules. Under pressure of the 
N.R.A., and faced with a time limit, 
clearinghouses and other groups of 
banks submitted their schedules of 
charges under the fair practice provi- 
sions of the Code. There was a measure 
of cooperation and promptness of 
response which was the most encour- 
aging and creditable phase of the whole 
venture in the attempt to direct ordi- 
nary banking practice by bureaucratic 
regulation. If the Bankers’ Code had 
no other result than the organization of 
county, state and other clearinghouse 
groups under pressure exacted prin- 
cipally by bankers themselves, then 
that single result would have made it 
well worth while. Unfortunately, much 
of this impetus was lost in the dillydal- 
lying that went on after January 1, 
1934. 

Notwithstanding the elimination of 
the fair practice provisions of the Code, 
a great many banking groups have gone 
ahead and adopted their schedules, 


By O. HOWARD WOLFE 


Cashier of the Philadelphia 
National Bank 


which is sheer gain. The experience 
with the Code again brought to the 
surface the inevitable result of an over- 
emphasis of the traditional quest for 
accounts. The chronic fear that many 
institutions have of their depositors 
can be blamed partly on poor psychol- 
ogy and partly upon apprehension with 
respect to a condition of frozen assets, 
which seems to give some bankers a 
bad case of jitters whenever fear arises 
lest the depositors remove their funds, 
however inconsequential such with- 
drawal may be. This class was almost 
unanimously anxious to have the Code 
adopted so that they might blame the 
service charges on the N.R.A., yet in 
no partisan sense, since there was very 
little opposition to the Code on the 
part of bankers along political lines. 
It was felt, however, that the depositor 
would accept the charges more gra- 
ciously if he felt that he was thus doing 
his bit to make the New Deal a success. 
So much for recent history. 

Today service charges are again a 
live topic. New factors have introduced 
a different situation with respect to an 
old subject. Considering what these 
new factors are, it may not be amiss to 
include at least one of the more impor- 
tant banking changes which influenced 
the adoption of service charges some 
years ago—that is, the prohibition 
against the charging of exchange by 
members of the Federal Reserve Sys- 
tem. This loss of a considerable revenue 
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that could always be depended upon 
made serious inroads in the earning 
capacity of many country banks, espe- 
cially those in sections of the country 
where the normal demand for loans is 
not sufficient to produce an adequate 
income. With the general drift in the 
direction of unification and control, 
non-member institutions cannot escape 
giving consideration to the question 
whether they may not be faced with 
what to them will be an unfavorable 
conclusion of a problem that has con- 
tinued to harass member banks since 
1914. 

It has long been the contention of 
far-sighted banking students that, to 
paraphrase Lincoln, the unit banking 
system cannot forever exist half ex- 
change and half par. Obviously it is an 
unfair arrangement that certain banks 
can collect checks drawn on other in- 
stitutions at par, while they themselves 
charge exchange on all items drawn 
upon themselves. In other words, one 
does not need to engage in any argu- 


ment as to whether exchange charges 
are sound or unsound. One has merely 
to consider whether the present ar- 
rangement can be permitted to survive 
in contrast with regulations of such 
Government agencies as the F.D.I.C. 
and Regulation Q of the Federal Re- 
serve Board. If all banks should be 
permitted to charge exchange by a re- 
vision of the Federal Reserve Act, then 
none would benefit, and if all banks, as 
seems more than likely, should be re- 
quired to accept items drawn upon 
themselves at par, then more than ever 
will the question of service charges 
suggest itself as a sound and logical 
method to be used by a bank to reim- 
burse itself for the cost of handling 
the checks which its customers may 
draw upon it. 

Another factor is the necessity of 
rebuilding depleted surplus accounts. 
No source of earnings, however insig- 
nificant, can be overlooked, and the 
service charge is one which is by no 
means unimportant. The low earning 


**By and large the directors of banks, especially those in the 
country districts, are business men, merchants, manufac- 
turers or professional men. In every case they have been 
trained and accustomed to associate crowded stores and of- 
fices as representing a profitable trade, and a satisfactory 
degree of patronage. It does not occur to them that the 
crowded lobby of a bank means nothing but expense, 
whether the depositor is at the paying teller’s window or at 
the receiving teller’s. Business has been poor all along the 
line, and the bank director is more apt to see the point now 
than he did in more prosperous days. ”’ 


rate to be had upon investments and 
the slackened demand for loans point 
to a situation which is fast becoming 
intolerable. It is true that the rate of 
interest paid upon time and savings ac- 
counts is being reduced and interest 
on demand accounts abolished, but such 
reduction is scarcely more than enough 
to cover the ultimate cost of deposit 
insurance, which is still another factor 
to be reckoned with. 

It is quite likely that the repeal of 
the check tax on January 1, 1935, will 
be used as a very opportune occasion 
to introduce service charges. The de- 
positor for the past two years has been 
accustomed to think of the 2-cent tax 
every time he issues a check, and there 
is little if any reason to believe that 
after the first shock the imposition of 
this tax reduced the volume of checks 
to any great extent. Of course there has 
been a reduction, but the probabilities 
are that this has been due more to the 
depression than to the 2-cent tax. It is 
likely also that the depression has had 
a salutary effect upon the average bank 
board, which has in many cases resisted 
the imposition of service charges. There 
is no reason, economic, social, political, 
or on the basis of ordinary common 
business sense, why banks should han- 
dle checks at a loss, or why they should 
expect a limited class of customers to 
pay the expenses for all the others. In 
the articles which one finds occasionally 
in current magazines or the press, no 
mention has been made of the effect of 
Government bank operation urged by 
some of these writers upon the practical 
every-day operation of bank services. 
One cannot escape the inference, how- 
ever, that these deluded individuals 
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sincerely believe that nothing which 
private banking does has been done as 
well as it would be were it a part of 
Governmental service. 

One has only to point to the record 
of the United States postal money 
order to upset this theory. In the first 
place, the money order is not nearly so 
convenient and efficient an instrument 
as is the bank check. Figures published 
by the Post Office Department this 
Summer frankly admit that a large part 
of the expense of issuing money orders 
falls upon the taxpayers. Official figures 
showed a ratio of revenue of 9.527 cents 
for a money order issued, and an ex- 
penditure of 14.072 cents, or a ratio of 
loss per order of 4.544 cents. Against 
these costs admitted by the Post Office 
to be their experience in the matter of 
issuing money orders, the banks can 
point to a cost averaging about 5 cents 
per item with respect to a check drawn 
and paid, and an average of from 2 to 
3 cents each representing the cost of 
checks collected. In other words, the 
self-appointed champions of the “pub- 
lic interest”’, who oppose service charges, 
are at a loss to point out any alternative 
by which debt paying service can be 
rendered better or cheaper than it is at 
present. 

Reviving interest in service charges 
has, as one might expect, aroused the 
attention of writers and others who 
have from the start sought to point out 
flaws of logic, reasoning, ethics or even 
mathematics of service charge sched- 
ules. Most of these articles are based on 
a misunderstanding of the purpose and 
methods used, although frequently the 
opposition is well founded to the extent 
that analysis is by no means an exact 
science, nor are all systems used above 
criticism. For example, not infrequently 
cost items are included and charged 
against the depositor, which items 
should properly be taken care of by the 
shareholders. The general plant, for 
example, which includes vault and 
lobby space, might be regarded as a cap- 
ital investment, and it is scarcely fair, 
and certainly unnecessary, to go to the 
extreme length in making up a cost 
accounting system which includes lobby 
and vault space as a part of the items of 
cost which the depositor should pay. 

On the other hand, a large transit 
department and all the light and heat 
and space necessary to provide suitable 
machines are very properly chargeable 
pro rata to the depositor in analyzing 
the cost of handling his business. It has 
been pointed out, for example, that a 
bank would gain nothing by eliminating 


December 1934 


certain small accounts if by such elimi- 
nation no possible reduction can be made 
in the number of square feet of floor 
space used or the number of tellers who, 
regardless of the amount of business 
done, must always be at attention at 
their windows ready to serve the public. 
This is true, but it does not follow that 
all business must be accepted at a loss 
merely because 25 per cent of the ac- 
counts could be eliminated before the 
bank could effect a saving in clerk hire 
or general overhead. 

No doubt much of this faulty method 
of reasoning grows out of the fact that 
bank ledgers are operated alphabeti- 
cally. Thus each bookkeeper will find 
sandwiched in among his $10 and $50 
balances a supporting number of good 
accounts, which alphabetically are clas- 


sified in the same group. If, however, 
the ledgers were divided in accordance 
with average balances carried or with 
respect to the activity in each account, 
the costliness of the average small bal- 
ance would be immediately apparent. 
The statistics available indicate that 
in the average bank 50 per cent of the 
depositors carry but 3 per cent of the 
deposits. If accounts were classified by 
average balances instead of alphabeti- 
cally, one can readily believe that 
service charges would be installed 
overnight in practically every bank in 
the country. Yet the expenses and the 
work incident to the accounts are there 
just the same, but so spread around 
throughout all accounts as to require 
actual analysis to bring the facts to light. 

Similarly, an interesting analysis 


“In this country we have developed a special kind of demand 
deposit requiring a banking service which is in all respects a 
public utility. Every individual, including minors and those of 
very limited means indeed, are encouraged to open bank ac- 
counts, and pay their bills by check. This class of deposit is by 
far the largest from point of numbers, and it is service to this 
group which constitutes the largest single element of propor- 
tionate expense borne by the banking system as a whole.” 
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test, yet difficult to make, will indicate 
that more than half the day’s work of 
the tellers and bookkeepers is concerned 
with the demands of depositors who 
carry a small fraction of the balances. 
Every bank man of experience knows 
the difficulty presented in the matter of 
a check apparently drawn against in- 
sufficient or uncollected funds. Much 
valuable time is lost and annoyance and 
inconvenience caused not only to the 
bank and its officers but to the more 
provident customers who may stand in 
line waiting to be served. 

Service charges are never imposed 
because the balance of the customer is 
small. Service charges are the result of 
activity for which the bank is not cov- 
ered by the earnings upon the balance. 
The accent, however, is upon the ac- 
tivity and not the balance. Inactive 
accounts quite commonly are accepted 
without any service charge. On the 
other hand, it would be difficult to 
analyze each small account, because 
to do so would involve a still further 
cost which can easily be avoided by 
drawing a dividing line, say $100, and 
charging all depositors carrying active 
accounts a fee of 50 cents or $1 per 
month. This fee, however, does not 
necessarily cover the cost, and at this 
point it is necessary to consider the 
system of analysis, which has been 
designated as “spot analysis’. 

Under this plan the bookkeeper 
merely observes the activity going on 
in each particular account with respect 
to the average balance. Whenever the 
activity (by observation) exceeds the 
earning value of the balance and/or 
the service charge, then that particular 
account is subjected to exact analysis, 
and the customer apprised of the 
results and an additional charge made. 
Even larger accounts, once they have 
been carefully analyzed, can be sub- 
jected to the same form of spot analysis. 
For example, if an account of $1,000 is 
shown to be profitable with a given 
volume of activity, then all the teller or 
bookkeeper needs to do is to observe the 
activity with sufficient accuracy to 
determine whether or not the ratio is 
being exceeded. We cannot make these 
points too emphatic—first, that service 
charges are the result of activity and 
not the result of small balances; and 
second, even fixed service charges 
should not be considered as the answer 
to all activity problems in the bank. 
Many of the accounts need to be ana- 
lyzed constantly; others merely watched 
or made subject to spot analysis. 

The insurance of deposits has intro- 
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**Can we not assume that sooner or later banking legislation 
will permit the establishment of departments equipped to 
handle exclusively the thousands of small accounts for 
checking convenience? Such deposits could be excluded from 
insurance by not investing them but retaining them as cash 
in vault or on deposit with the Federal Reserve Bank. Per- 
haps a limited percentage might be invested in Government 
bonds. In order to prevent a drain upon the credit needs of 
the country, the amount of each balance accepted in this 
department would be limited to, say, $500. Depositors using 
this type of bank service would pay a set fee based some- 
what on the money order system; that is to say, each check 
would cost a certain sum. The simplest way to handle a plan 
of this character would be to sell the depositor a check 
book, which would make the account self-analyzing.” 


duced a new factor into the question of 
the amount of service which the depos- 
itor has the right to expect of his bank. 
In addition to furnishing this service, 
the bank now is obliged to insure the 
small depositor 100 per cent. Such an 
arrangement focuses attention on de- 
posit classification wholly aside from the 
earning power as offset to service costs. 

There are three kinds of deposits le- 
gally recognized in banking acts—time, 
savings and demand deposits. No one 
who has followed closely the banking 
troubles of the past four years can es- 
cape the conviction that a large propor- 
tion of the trouble has been due to the 
confusion of time accounts and savings 
deposits. Only in the larger centers do 
the banks draw any distinction be- 
tween time accounts and savings or 
“thrift” accounts. Country banks have 


consistently followed the policy of 
treating all deposits, other than de- 
mand deposits, either as savings ac- 
counts or as time deposits, but without 
distinction between the two. One might 
go further and point out that in too 
many instances depositors, especially 
business men, are permitted to carry a 
small nominal balance in the demand 
account and all surplus funds are then 
placed at interest, the net result being 
that not only are these funds far too 
active to permit their being invested as 
are bona fide thrift accounts, but also 
the activity in the demand account is 
such that practically all of the savings 
deposits would be necessary without 
interest to yield the bank any profit 
whatever. Bankers have been slow to 
recognize this fundamental fault in 
deposit classification. 
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Cooperative 
Imperialism 


PLANNED FOREIGN TRADE 
AND INVESTMENT 


War and the war debts, peace and the peace 
debts, the Russian Revolution, the great de- 


faults, the gold debacle, the futile London 

Conference of June 1933—these have brought 

about an era of nationally directed foreign 

trade and investment, a condition which bears 

a resemblance to what heretofore has been 
called imperialism 


LANNED economies are in style. 

Whether we like it or not, whether 

the outcome is to be favorable or 
unfavorable, the fact is that the Ameri- 
can economy is being dissected, ana- 
lyzed, experimented with and recon- 
structed according to plans coming out 
of Washington. National Planning, it is 
called. Yet if this term is not to be a 
misnomer, it will have to embrace 
sooner or later not only the principal 
phases of our purely domestic activities, 
but also those commercial activities 
which we are wont to carry on abroad, 
on the high seas or for foreign account 
at home. If national planning is the 
policy our Government is destined to 
follow in the future, then it is difficult 
to conceive of its ignoring the impor- 
tant factor of our foreign business 
relations. 

Indeed, it might be said that some 
slight beginning in this direction has 
already been made under the New Deal. 
Legislation has been passed granting 
the President power to negotiate with 
foreign nations executive commercial 
agreements based on the granting of 
reciprocal advantages, and to raise or 
lower our tariff rates, under certain 
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conditions, by 50 per cent. These ne- 
gotiations have begun with several 
countries and a trade treaty with Cuba 
under the new system has just been 
signed. In two other respects, it might 
be claimed that the Administration 
has engaged in the planning of certain 
aspects of our foreign commercial 
relations. 

The Gold Reserve Act gave to the 
Government physical possession and 
control of our monetary gold reserves 
and laid down the principle that these 
reserves in the future will be released 
to foreign banks and nations only for 
the settlement of international balances 
of trade or payments. 

In some European and other coun- 
tries, the planning of foreign trade and 
investments is by no means a complete 
innovation. Tariff policy has long been 
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The author is an official of the Bank 
for International Settlements. The 
views expressed in the article are, of 
course, personal 
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skilfully wielded by such nations to 
control the volume of their trade with 
specific countries. Most of the British 
colonies and dominions, for instance, 
granted tariff preferences to English 
goods in their plan of furthering trade 
with the mother country. To a far 
greater extent than in America, the 
governments of Europe planned where 
their citizens were to obtain their 
foreign supplies and where their own 
products were to be disposed of. 

Since the world crisis, however, most 
countries other than the United States 
have adopted entirely new policies 
which involve usually a dictatorial 
control of all trade and financial traffic 
with other nations. By this is meant not 
merely the raising of tariff walls which 
took place in several countries as an 
aftermath of our own Hawley-Smoot 
tariff, but the definite assumption by 
the governments of complete control 
of their export and import trade, either 
because of the collapse of their cur- 
rencies, the threatened collapse thereof, 
or the supposed need of waging battle 
in the new trade war with the same 
weapons as the enemy was using. This 
process had its inception in the Austrian 
panic of May 1931, when the failure 
of the largest bank in Austria, the 
Credit Anstalt, caused the withdrawal 
by foreigners of their funds in that 
country and a flight from the Austrian 
currency by the Austrians themselves. 

When loans from the Bank for Inter- 
national Settlements and the Bank of 
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England to the Austrian bank of issue 
failed to stem the movement com- 
pletely, resulting in a wide depreciation 
of the Austrian schilling in the unoffi- 
cial exchange market, it became neces- 
sary for the Vienna authorities to 
prohibit the changing of schillings into 
foreign currencies except by a system 
of special permits, which were to be 
granted only in cases where the transac- 
tion involved legitimate trade and 
not merely the transfer of capital. 
Even this failed to stop the pressure 
on the schilling, for, having lost faith 
in their own schilling, many Austrians 
found a way to get around the exchange 
control by exporting domestic goods 
for sale abroad and then leaving the 
proceeds in foreign currencies on deposit 
in London, Paris, Switzerland and else- 
where. Thus the usual repatriation of 
the receipts from exports did not take 
place, with the result that there was a 
demand for foreign currencies by Aus- 
trian importers, but no offsetting de- 
mand for the schilling by exporters. 
Step by step the control of foreign 
transactions therefore had to be tight- 
ened, until finally every import, every 
export, every transfer of funds of any 
nature, was regulated in the greatest 
detail. Exporters were compelled to 
quote their wares in foreign currencies 
and, after each sale, to turn the foreign 


currency proceeds over to the Austrian 
National Bank. Importers found them- 
selves not only greatly restricted in 
the classes of merchandise which they 
could thereafter bring into the country, 
but obliged to pay for the goods in 
domestic currency only. As a result, 
the exporters in other countries who 
shipped to Austria found the proceeds 
of their sales blocked in schillings and 
withdrawable from Austria only in the 
form of goods, if at all. 

It will be seen from the example of 
Austria, where these conditions first 
developed, that for a time absolute 
chaos threatened to reign in interna- 
tional trade. For the collapse of the 
Austrian currency was followed almost 
immediately by that of the Hungarian, 
Bulgarian and other Balkan currencies, 
and subsequently by the debacle of 
the German mark, the pound sterling, 
the Japanese yen, the Scandinavian 
currencies and most of the remaining 
moneys of the world. 

World trade was shrinking from day 
to day and there seemed to be no bot- 
tom to the abyss into which Europe 
was being plunged. On top of the al- 
ready severe world depression, the 
effects within each country of the re- 
newed diminution of its exports were 
almost unbearable: production de- 
clined, unemployment increased, prices 
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fell, bank investments became definitely 
frozen, government expenditures had 
to be suddenly increased while tax re- 
ceipts were declining, thus throwing the 
budget entirely out of balance and in- 
creasing the strain on the currency. 
Debtor countries and their nationals 
began to find it impossible to pay even 
the interest on their foreign debts, let 
alone any sinking fund or capital repay- 
ments. As each country witnessed the 
reduction in its foreign trade caused by 
the more and more drastic emergency 
measures adopted in other countries, a 
spirit of bitter nationalism grew up. Ex- 
isting political animosities between cer- 
tain nations were fostered by this state 
of affairs, and new political disagree- 
ments arose on every hand. Sympathy, 
understanding and tolerance between 
peoples ceased to exist. 

The Swiss republic, a creditor of many 
countries which were suffering from 
these difficulties and itself entirely de- 
pendent for its very sustenance upon 
its exchanges with the rest of the world, 
determined upon a desperate scheme 
for stopping the downward trend of its 
foreign trade. In November 1931 it 
negotiated with Austria an agreement, 
the purpose of which was to enable 
Swiss exporters to continue to export to 
Austria. Conditions had been rapidly 
reaching a stage where these manufactur- 


The Bank for International Settlements (left) is an agency representative of effort toward 
a more enlightened business world. Fort St. George (shown as it appeared in 1700) pro- 
tected the interests of the British East India Company at Madras. At the time of this 
engraving, when the Fort was studded with cannon, the company was enjoying its 
greatest prosperity, Madras, shortly before, having become an independent presidency 
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ers and shippers would have had to cease 
exporting to Austria altogether, as obvi- 
ously it was not possible to go on indefi- 
nitely sending goods into that country 
and leaving the proceeds tied up in 
blocked accounts in Austrian banks, 
with no possibility of obtaining transfer 
into Swiss francs. 

This was the first international clear- 
ing agreement, and little did its framers 
imagine that it was to be the forerunner 
of scores of similar agreements between 
dozens of countries during the following 
three years. This first clearing arrange- 
ment, like the second one, concluded a 
few days later between Switzerland and 
Hungary, was made for a period of four 
months only. Both agreements were 
then renewed with certain modifica- 
tions and improvements, while in the 
meantime a number of clearing accords 
had been initiated by other countries. 

The machinery of these arrangements 
was simple. Instead of importers in 
country A making payment for their 
purchases direct to the seller in country 
B, it was provided that payment should 
be made to the central bank of issue 
in country A. In other words, the im- 
porters of country A no longer were 
obliged or privileged to pay for their 
goods in the currency of country B, but 
instead paid in their home currency, 


just as they would have done had the 
goods been bought at home. 

So much for the importers. But how 
did the exporters of the goods in coun- 
try B get paid for their shipments? The 
money was simply taken from the clear- 
ing fund held by the central bank of 


country B—a fund which had accumu- 
lated out of payments made into the 
bank by the importers of country B, 
covering their purchases from A. Put 
otherwise, in country A the exporters 
of goods to B were actually paid out of 
money remitted by importers of goods 
from B to A. On the other hand, in 
country B the exporters of goods to A 
were being paid out of the funds col- 
lected from importers of goods from A. 
In this way, foreign exchange transac- 
tions were completely eliminated and 
there was no longer any necessity on the 
part of Austria, for instance, of trying 
to cut down its Swiss imports. 


THE ATTEMPT SUCCEEDED 


A FUNDAMENTALdeparturein meth- 
ods of international financing thus was 
suddenly and accidentally achieved. 
None of the earlier clearings was perfect 
or gave complete satisfaction to both par- 
ties, but the essential fact is that they 
worked sufficiently well for the parties 
to want to renew them periodically. If it 
did nothing else, the system at least 
made it possible for any two countries to 
maintain some volume of trade, whereas 
without a clearing it seemed evident 
that the volume of their commercial 
relations would sink to zero. 

But a further possibility quickly 
became apparent. In many cases, a 
country which was unable to pay any 
part of its external indebtedness or the 
interest on such indebtedness could, 
through a clearing arrangement, be in- 
duced to pay something. For example, 
a special clearing pact between Switzer- 


land and Bulgaria pertained only to Bul- 
garian eggs imported into Switzerland 
and provided that 80 per cent of the 
amounts paid for these eggs would be 
remitted to the Swiss National Bank 
instead of being transferred to Bulgaria. 
From the clearing account thus created, 
the Swiss National Bank was to pay 
the invoices of Swiss exporters to Bul- 
garia and, in addition, hand over cer- 
tain amounts to the Swiss holders of 
Bulgarian bonds and other Bulgarian 
investments. This method of collecting 
coupons, dividends, interest on bank 
accounts, and even certain capital 
funds owned in other countries is now 
used extensively by European creditor 
nations. 

Clearing agreements may or may not 
be here to stay. Some people deplore 
their growth as interfering with the 
eventual restoration of the automatic 
gold standard and laissez-faire. Another 
objection raised to them is that they 
force world trade into artificial chan- 
nels, in that countries sign agreements 
which oblige them to buy where they 
have debts to collect, or to sell where it 
is necessary to maintain the balance of 
the clearing account. Finally, some op- 
position to clearings is based on the fear 
that they will cause huge losses to the 
banking community through the dis- 
appearance of their usual commissions 
on foreign exchange business. It remains 
to be proved, however, that the reestab- 
lishment of the gold standard is really 
postponed by the operation of clearings, 
and many believe that these agree- 
ments, by preventing and removing 
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friction and uncertainties, actually has- 
ten the day when all countries will be 
able to tie themselves to a reformed gold 
standard. 

To the objection that international 
trade is forced into artificial channels, it 
might be replied that in the new ma- 
chine age, with the industrial emanci- 
pation of so many countries which 
before the war were only slightly de- 
veloped, new channels are not necessa- 
rily artificial, and goods the manufacture 
of which was once a monopoly of one 
or two nations are now produced and 
exported by numerous countries. 

It might also be argued that the im- 
portation of goods from a country 
where one sells large quantities of one’s 
own goods or where one has debts to 
collect, or both, is in a sense a more 
natural process than buying them from 
some other country ‘to which one sells 
little or nothing and to which one may 
already be indebted. 

As a matter of fact, however, clear- 
ings do not divert the major portion of 
a country’s trade into entirely new 
channels, but only change the direction 
of certain marginal transactions, and the 
choice of outlets and sources of supply 
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remains, of course, at the discretion of 
the bargaining parties. With all the ex- 
isting impediments in the form of fluc- 
tuating and depreciated currencies, tar- 
iff walls, import restrictions and quotas, 
the question for many countries is not 
so much whether they will do their 
international trading in natural or in 
artificial channels, but rather whether 
they wish to trade through clearings or 
not to trade at all. 

One cannot deny that the clearing 
agreements so far initiated have halted 
the downward movement of trade be- 
tween many of the world’s component 
parts and thus possibly avoided a com- 
plete collapse all around. Furthermore, 
the general tendency of a clearing is to 
encourage one country to buy sufficient 
goods from the other so that its own 
exporters to that country can be paid 
promptly out of the clearing account. 
It emphasizes and makes plain to every- 
one the true basis of all international 
commerce, namely, that if one would 
sell, then one must be willing to buy; 
otherwise stated, if one succeeds in 
selling, then one is entitled to buy with 
the proceeds. Under the classic laissez- 
faire régime this truth was veiled to all 


The black lines represent the distribution of United States exports in 
1933. The heaviest lines run to the British Isles, Canada, Japan, 


Germany and France. 
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but the deepest economic thinkers and 
certainly never occurred to the mer- 
chants, manufacturers and shippers 
who carried on the world’s commerce. 

The objection to clearings based on 
the loss to bankers and brokers is one 
which has been raised principally in 
London, where international trade is 
chiefly financed and the profits from 
foreign exchange have been lucrative 
in the past. This is believed to be the 
reason why the British have until now 
fought shy of clearings. The Bank of 
England is known to be opposed to 
them, but in order to protect British 
investors in the Dawes and Young 
loans, the Government recently negoti- 
ated its first clearing, namely, the one 
with Germany. In the case of the 
United States, it should be noted that 
any loss from foreign exchange transac- 
tions which might result from our 
adoption of the clearing procedure 
would fall largely on the big New York 
banks, who would be compensated to 
the extent that the new system made 
possible the collection of frozen foreign 
debts owed to those banks. 

Here, then, is a real opportunity for 
America. The world has long been look- 
ing to our indispensable leadership in its 
efforts to work out of the crisis. Our 
Government has adopted a_ better- 
planned economy as its goal. A planned 
economy which contains no provision 
for the extent and nature of our for- 
eign commercial relations is hardly 
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LA CRISE MINISTERIELLE 


Les 


ha derniére heure du ministére 


Dans notre édition de six heures du 
matin, nous avons annoncé, hier, la chute 
du cabinet Herriot, dont le projet de paie- 
ment & Amérique a été repoussé par 
402 voix contre 187. Les ministres se sont 

ét retirés au milieu d’un grand 
tumullte, 


lendemains difficiles 


ha réaetion aux Etats-Unis 


Les premiéres réactions & Washington 
et & Londres prouvent que l'on n’a pas 
compris — ou que l'on affecte de ne 
comprendre — que le vote de la Chambre 
francaise n’est point un refus, mais plutdt 
une manifestation énergique en faveur 
@une nécessaire révision des dettes. 


“NO”? 


** THE United States has a partic- 
ularly important reason for giv- 
ing the clearing system a trial, 
and that is the enormous sums 
owing to us by the rest of the 
world. How are we ever to col- 
lect even a small part of this 
money under any system of trade 
and finance heretofore followed? 
Under past and present policies 
we are entirely at the mercy of 
our debtors, who have only to say 


Apres leur départ, MY Lamoureux an- 
commissions maintenafent 


Les derniéres dépéches de Washington 
nonga que annoncent un message au Congrés da gh : 
leur texte en remplacant..seulement_les | sident Hoover, enregistrant Je défaut — 


France was not the only country to say “‘No’’, but the French default is 


a landmark. It raised default almost 


a planned economy; if this important 
side of our national existence is left to 
chance, as it was before 1933, it will 
mean that the plans for our internal 
economy may have to be drastically re- 
vised or will fail entirely because of the 
unexpected reverberations of our foreign 
trade and investments, and of foreign 
developments in general. By stepping 
out now and definitely taking the lead- 
ership in developing and improving 
upon the idea of bilateral clearings be- 
tween nations, we can render both the 
world and ourselves a distinct service. 

Once international trade and finan- 
cial relations have been stabilized 
through a network of clearings, the 
foundation will have been laid for an 
eventual world-wide return to the gold 
standard, because commercial and fi- 
nancial stability means the diminution 
of discord and ill-feeling, the reestab- 
lishment of harmony and good will, and 
possibly even the prevention of war. In 
a more practical realm, such stability 
would make possible the disappearance 
of the countless exchange regulations, 
import restrictions, tariff barriers, quo- 
tas, etc., which all efforts have so far 
failed to budge in the slightest degree. 
Clearings would provide an effective 
means of liquidating our very large 
balances now frozen in debtor areas. It is 
only through a gradual evolutionary 
process, as typified by these bilateral 
pacts, that such results are attainable. 

It is now obvious to all that ideal so- 
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to the level of respectability 


lutions such as an attempt to get all 
nations to agree to abolish their restric- 
tions simultaneously, or to diminish 
them equally within a given period of 
time, cannot be put into practice. It 
must be understood that no country 
can do away with these restrictions until 
some other guaranty of the stability of 
its currency and finances has been ar- 
ranged to take their place. Clearing 
agreements provide such a guaranty. 
Under present world-wide conditions, 
they are a first step toward the ultimate 
goal of a restoration of fixed relation- 
ships between currencies, sound inter- 
national finance and a revival of foreign 
trade. 

The United States has a particularly 
important reason for giving the clearing 
system a trial, and that is the enormous 
sums owing to us by the rest of the 
world. How are we ever to collect even a 
small part of this money under any sys- 
tem of trade and finance heretofore 
followed? Under past and present poli- 
cies we are entirely at the mercy of our 
debtors, we have only to say “No” and 
that is the end of the it. 

It is not inconceivable that by a grad- 
ual and continued evolution the system 
could be developed into one world-wide 
clearing, embracing all important coun- 
tries and operated on lines somewhat 
similar to the gold settlement fund of 
our Federal Reserve banks in Wash- 
ington. 

The main point is, however, not what 
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ultimate results may be attained by the 
clearing process, but the immediate 
advantages over the present chaotic 
conditions. There can be little question 
that clearing agreements, if America 
will join in or take the leadership of the 
movement, represent a sound, sure and 
perhaps the only way out of the inter- 
national trade and financial impassé. 
Furthermore, the old gold standard and 
laissez-faire system allowed world trade 
to develop in a purely haphazard way, 
with every exporter and importer fight- 
ing his own battles in his own way. The 
same was true as regards our foreign 
investments; “every banker for him- 
self” appeared to be the rule. 

Everyone went on the assumption 
that there were unlimited possibilities 
of foreign exchange transfer. 

This process was bound to end in 
trouble eventually, and that trouble 
began in 1931, when we tried to “cash 
in” on our foreign “assets.” Under the 
clearing system, we would know ex- 
actly what our relationship with each 
country was, something we have never 
known heretofore. 

If and when international lending is 
revived, the proceeds of each loan 
floated in our country could be placed 
to the credit of the borrowing country’s 
clearing account with us. This would 
enable us to check the actual use of the 
proceeds and to stipulate, if so desired, 
that the money be used only for the pur- 
chase of American goods. Under such 
circumstances there would be no future 
transfers of huge capital sums into for- 
eign currencies—a reform which many 
experts have been advocating since the 
mass movements of frenzied capital 
put so large a portion of the globe off 
the gold standard. 
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State Rights and 


Duties toward Relief 


NEMPLOYMENT relief is the 
U one great, overwhelming issue 
before the people of the United 
States today. It is the chief factor in an 
unbalanced budget. It means higher 
taxes, unsettled business, doubt, hesi- 
tancy, fear, in every phase of national 
life. More, it means the demoralization, 
social deterioration, even pauperization 
of a large proportion of the American 
people. Whatever may be the misgiv- 
ings, public and private, over its effects 
upon the nation financially and socially, 
the United States today has the dole 
system in a most aggravated form. 

All hope that the care of the unem- 
ployed and indigent could be handled 
by private charity and generosity has 
gone glimmering along with expecta- 
tions of returned prosperity. In the 
early days of the depression private con- 
tributions for relief purposes consti- 
tuted from 30 to 40 per cent of the funds 
expended for the purpose. That propor- 
tion has dropped to less than 5 per cent. 
This is not altogether a result of a de- 
crease in private contributions, al- 
though progressive depression has so 
affected private incomes that a decrease 
has been inevitable. It is largely the re- 
sult of a tremendous increase in the 
amount of relief that must be furnished. 

Since the beginning of 1933 and up to 
the first of November the amount of 
money paid out of public funds for di- 
rect relief, not including the $813,000,- 
000 paid out through the C.W.A., 
amounted approximately to $1,900,- 
000,000. Of this total the Federal Gov- 
ernment paid approximately 63 per 
cent, the state governments 16 per cent 
and county and municipal governments 
21 per cent. In August, a warm Summer 
month, the Federal Government alone 
paid out $109,460,994 to the states for 
direct relief. In September the amount 
paid out was $100,034,912; in October, 
$103,250,000. The amount allotted for 
November was $135,214,466. That is at 
the rate of a Federal tax of $12.50 a year 
on every man, woman and child in the 
United States, state and local burdens 
not included. Winter is yet to come. 
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There is little doubt that most of this 
money must be spent, but there is con- 
siderable question as to who should 
furnish it. No doubt, for the time being, 
the Federal Government can bear the 
burden; but should it? Drafts on na- 
tional credit for all sorts of relief and re- 
covery enterprises are becoming dread- 
fully heavy. There is no hope of 
balancing the budget this year or next 
year. Business recovery is being re- 
tarded by mounting public debt, the 
fear of confiscatory taxes, the fear of 
inflation. The financial system of 
the country is being upset by inflation 
of continued Government borrowings. 
There are all sorts of detractive influ- 
ences resulting from tremendous gov- 
ernmental outlays. All this can be ac- 
cepted if it is necessary but there is a 
growing feeling that all of it is not 
necessary so far as the Federal Govern- 
ment is concerned. 


THEORY AND FACT 


IN theory, and in law in most states, 
unemployment or any other form of in- 
digent relief is a neighborhood proposi- 
tion. Each community is expected to 
take care of its own poor or unfortu- 
nate. In most states this is a matter for 
county governments, and state laws 
place the responsibility. If the need of 
relief were in exact proportion to the 
ability of each county or other local au- 
thority to meet it, the local method of 
caring for unemployment would un- 
doubtedly be the best from every stand- 
point. Unfortunately, however, there is 
a vast difference in the incidence of un- 
employment in the several states and in 
the several subdivisions of each state. It 
is quite readily realized, also, that as the 
need for relief in any community in- 
creases, as the number of unemployed 
increases or as it is proportionately 
larger than in other communities, the 
ability of the community in question to 
meet this need decreases. The more un- 
employed there are, the fewer employed 
persons with income there are to care 
for their less fortunate fellow citizens. 
Naturally, whenever a stronger power 


appears in the relief program the tend- 
ency is for the weaker powers to step 
aside and let the giant bear the burden. 
When counties and municipalities find 
the burden of unemployment relief too 
heavy to carry and the state govern- 
ment comes to their relief, the tendency 
is to let the state do it all. So, also, when 
the Federal Government appears on the 
scene the tendency of the state govern- 
ments is to let the authorities in Wash- 
ington do it all. This tendency also is 
increased by the unwillingness of many 
local authorities to impose local taxes 
for relief for fear of political reaction 
from taxpayers unwilling to bear the 
burden. 

On the whole, however, the Federal 
authorities feel that the cities and coun- 
ties have borne their burden rather well. 
Local contributions of public funds for 
relief have steadily declined in propor- 
tion to the whole but there has been a 
good reason. During the first quarter of 
1933 local governments supplied about 
33 per cent of all public funds appro- 
priated for relief. In the second quarter 
the proportion was 25 per cent; in the 
third quarter, 22 per cent; fourth quar- 
ter, 20 per cent. In the first quarter of 
1934 the proportion was 19 per cent; 
in the second, 14 per cent. 

In actual amount the local contribu- 
tions in the second quarter of the cur- 
rent year were larger than in the first 
quarter, but the total amount of relief 
given was much larger; hence the drop 
in the proportionate amount. This 
steady decrease in the proportion from 
local funds, however, was due less to an 
unwillingness on the part of local au- 
thorities than to their inability to secure 
the money. 

Accordingly the states were called 
upon and in the first quarter of 1933 
they contributed 9 per cent of all public 
funds expended for relief. The propor- 
tion steadily increased until the first 
quarter of 1934, when the proportion 
was 33 per cent. In the second quarter, 
however, the proportion suddenly fell to 
12 per cent. The failure of some of the 
states to do their part presents the issue 
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which must be decided in the next few 
weeks. The Federal Government has 
made it plain that unemployment relief 
is primarily a responsibility of the states 
and their subdivisions and that relief 
granted by the Federal Government is 
only to supplement that granted by the 
states. The authorities in Washington 
have named 14 states in which the bur- 
den of relief has been borne entirely or 
in large part by the Federal Govern- 
ment. These states are: Alabama, Ar- 
kansas, Florida, Georgia, Louisiana, 
Mississippi, Nevada, North Carolina, 
Oklahoma, South Carolina, Tennessee, 
Virginia, Washington and Wisconsin. 
There are other states near the border 
line. These states and others propor- 
tionately, in the view of the Federal 
relief authorities, must “come through”’ 
with their share of support for the tre- 
mendous load. 

What the part of the several states 
may be in this matter, however, is not so 
easily established. The first appropria- 
tion made by Congress for relief was in 
the way of an authorization and direc- 
tion to the Reconstruction Finance 
Corporation to advance a total of $300,- 
000,000 to the states as loans. The 
second appropriation was an outright 
gift of $500,000,000 on a matching basis; 
that is, the Federal Treasury would 
give a dollar for every dollar advanced 
by a state for relief. That seemed emi- 
nently fair, but as a matter of fact it 
failed to work for the simple reason that 
some of the states were in such a finan- 
cial condition that they could not ad- 
vance anything like enough money to 


finance relief even on the matching 
basis. Accordingly, when the third ap- 
propriation for relief was made by 
Congress last Spring it was provided 
that the distribution of the $500,000,000 
then given—to be supplemented by 
other funds, as need arose, to a possible 
limit of over $900,000,000—should lie 
altogether in the discretion of the Fed- 
eral Emergency Relief Administrator. 


FOUR CONSIDERATIONS 


REASONS for this provision were legion 
but they may be arranged under four 
heads. First there is the question of the 
relative needs of relief as between state 
and state, and community and com- 
munity. It is pointed out, for example, 
that at the height of the relief expendi- 
tures last Spring 14 per cent of all 
people in the United States were receiv- 
ing relief, but this varied from 4 per 
cent of the people in states like Vermont 
to as high as 35 per cent in states like 
North Dakota. It is quite plain that 
Vermont ought to have little if any 
difficulty in caring for its 4 per cent, and 
it is quite as plain that 65 per cent of 
the people of North Dakota cannot be 
expected to take care of the other 35 
per cent of its population. One person 
on relief for every two off of relief is 
too much for local. and state govern- 
ments to carry. 

A second consideration, naturally, is 
the comparative ability of the states 
concerned to raise revenue for relief 
purposes. Some of the states and their 
subdivisions are too poor at the present 
time even to finance their ordinary 
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functions, much less carry a heavy bur- 
den of relief. On the other hand, wealthy 
states like New York, Pennsylvania, 
Ohio, Illinois and so on, can bear a 
much heavier burden even in propor- 
tion to the number of unemployed they 
must carry. In some states constitu- 
tional limitations on taxes or public 
debts interfere temporarily with ade- 
quate provisions for relief. The Federal 
authorities expect these states to modify 
their constitutions and laws so as to 
enable them to do their part. 

Meanwhile the result of all these fac- 
tors is that during the past year and a 
half Federal contributions have varied 
all the way from 28.9 per cent of all 
public money used for relief purposes in 
Massachusetts to over 99 per cent in 
South Carolina and Mississippi. On the 
other hand contributions from state 
governments have varied all the way 
from nothing in Alabama, Florida, 
Georgia, Mississippi, Nebraska, North 
Carolina, North Dakota, South Caro- 
lina, South Dakota and Wyoming to 67 
per cent in Delaware, while local con- 
tributions have varied from nothing in 
Delaware to 72 per cent in Massachu- 
setts. These variations largely reflect 
differing systems of raising relief funds 
as between state and local authorities, 
but they also reflect differing degrees of 
acceptance of responsibility on the part 
of the states as compared with the 
Federal Government. 

Other considerations which enter into 
the matter of distribution are geograph- 
ical variations in costs of relief, living 
standards, variations in local conditions 
such as the effect of the drought, crop 
conditions, the amount of money ex- 
pended by the states and their sub- 
divisions on public welfare enterprises 
aside from direct relief. Generally speak- 
ing, the plan of the Federal authorities 
is to grant to each state and local gov- 
ernment an amount equal to the differ- 
ence between the state’s ability to 
finance relief and the amount of the 
latter found to be necessary. 

Uncle Sam, however, also needs 
relief. The balancing of the budget has 
come to be a prime necessity as a matter 
of business recovery if for no other rea- 
son. In other words, the states, counties 
and municipalities must come through 
with more money. If the states will do 
their part the burden on the budget will 
be materially lessened, business can 
take heart, and advance can be made 
toward that return to prosperity which 
will render the whole emergency relief 
system an unpleasant memory of times 
which have tried men’s souls. 
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A Good Place to Live 


By GEORGE E. ANDERSON 


HERE are two good reasons for 
ik: supreme effort being made by 
the Government and the business 
world to revive home construction and 
the building trades. The shortage of 
family home units in the country is esti- 
mated at 500,000 at the present time; 
and between 4,000,000 and 4,500,000 
building trade workers are out of jobs. 
Either reason would be sufficient to jus- 
tify the present campaign; together they 
are compelling. Subsidiary motives are 
the need of stabilizing real estate values, 
rescuing billions of dollars locked up 
in urban real estate mortgages, aiding 
distressed home owners, and getting 
billions of idle capital back to work. 
This effort of the Government is the 
more permanent phase of the undertak- 
ing inaugurated by the home modern- 
ization and repair campaign now being 
brought into successful operation by a 
combination of banking and building in- 
terests as a means of relieving unem- 
ployment and aiding the durable goods 
industries. The later and much more 
ambitious phase has the same general 
object but goes deeper into the problem 
of reviving the construction industry 
by plans for permanent relief based 
upon sound urban real estate financing 


and the improvement of social condi- 
tions through better housing. 

Of chief importance in the financial 
aspect of the housing campaign is the 
amplification of the home loan bank 
system in the mortgage insurance or 
guaranty features of the Housing Act 
passed by Congress last June. 

Supplementing this, and dovetailing 
into it to some extent, is the plan of the 
Reconstruction Finance Corporation to 
lend money to or subscribe capital in 
trust companies or other institutions 
specializing in mortgage loans for the 
purpose of stimulating new construction 
by furnishing capital, and also to relieve 
distressed mortgage loan owners by af- 
fording facilities for all sorts of refinanc- 
ing not covered by the mortgage in- 
surance system. 

The chief phase of the construction 
program is the amplified plan of the 
Public Works Administration for low 
cost housing on a large scale under self- 
liquidating amortization arrangements 
which later may involve much private 
financing. A secondary phase is the in- 
creased development of the Federal 
Emergency Relief Administration’s plan, 
now in operation, for the construction of 
subsistence homesteads and subsistence 
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villages all over the country—the former 
to furnish a home and possible employ- 
ment to many thousands of people now 
on the relief rolls, the latter to induce !n- 
dustrial concerns to establish branch or 
other factories in rural districts where 
their employees can earn part of their 
livelihood by cultivating ground at- 
tached to their homes. In this develop- 
ment the P.W.A. is likely to have a part. 
It is hoped and expected that ultimately 
private capital will take up the enter- 
prise and develop it on a tremendous 
scale. 

It will be impossible to estimate the 
effect of the housing act’s insurance 
and mortgage rediscounting features 
upon the home mortgage situation until 
the program has been in practical opera- 
tion for some time, especially since it is 
uncertain what influence the uniform 
5 per cent interest rate to the original 
borrowers on new insurable mortgage 
loans will exert in districts where pre- 
vailing interest rates are higher. Under 
the law and in accordance with instruc- 
tions from the President, the mutual 
mortgage insurance fund can insure 
amortized mortgages on smaller housing 
properties involving a principal obliga- 
tion of not more than $16,000 or 80 per 
cent of the appraised valuation at the 
time the mortgage loan was made. The 
fund may also insure first mortgages on 
low cost housing offered by state, mu- 
nicipal or private limited dividend cor- 
porations but not to exceed $10,000,000 
upon any one project. 

On new mortgages, i.e., mortgages 
given on property to be constructed, the 
interest rate, by presidential order, must 
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Man’s quest for better living condi- 
tions goes deep into history, and the 
subject is being re-emphasized today. 
Under the long term phases of Titles II 
and III of the National Housing Act 
important slum clearance projects, 
planned years ago, now seem about to 
be realized 
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Blueprint 


Fundamentally a banking enterprise, the na- 
tional building program, now in the blueprint 
stage, promises to be one of 1935’s greatest 
undertakings, although its ultimate form is not 
yet clear. It is being advanced by the R.F.C. 
through trust and loan companies specializing 
in mortgages; by the P.W.A. through slum clear- 
ance and subsistence homestead activities; and 
chiefly by the F.H.A. through the home modern- 
ization campaign, the national mortgage associa- 
tions, and the mutual mortgage insurance fund 


not exceed 5 per cent. On mortgages ex- 
isting when the act was passed the rate 
must not exceed 5! per cent, the total 
value of the obligations in either class 
being limited, for the present, to $1,000,- 
000,000. The annual premium for the 
insurance is fixed at one-half of 1 per 
cent on all new mortgages and 1 per 
cent on refunding operations. There 
will be a service charge of one-half of 1 
per cent on loans for refunding present 
indebtedness with change of lender and 
on loans to a borrower for the acquisi- 
tion of property constructed after June 
27, 1934. Transfers of old mortgages and 
refunding of present mortgages without 
change of borrower or lender escape the 
service charge. 


A MORTGAGE MARKET 


DEVELOPMENTS under the Recon- 
struction Finance Corporation’s plan to 
finance trust companies or mortgage 
loan companies have been slow, probably 
because large bodies are hard to move. 
Any plan to deal with $35,000,000,000 
of such obligations involves much re- 
sponsibility and, as Chairman Jones 
himself has noted, “people probably 
will not fall over themselves in seeking 
the establishment of the new compa- 
nies.” The plan was originally designed 
to care for the situation in New York 
City where more than $2,000,000,000 in 
real estate mortgage bonds are in the 
hands of investors; however, the same 
facilities are extended to concerns in 
every other part of the country. 

Banks in medium sized cities may be 
interested especially in the fact that the 
plan in its wider aspects is to reestablish 
a nation-wide market for sound real 
estate mortgages. The corporation pro- 
poses that trust companies specializing 
in real estate mortgages be formed to 
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furnish funds for new construction; to 
make advances at reasonable interest 
rates to holders of mortgages and mort- 
gage bonds or certificates on the secu- 
rity of such mortgages or bonds; to re- 
finance mortgages where the value and 
income of the property and the ability 
of the owner to meet all payments jus- 
tify the loan; and to underwrite new 
issues of mortgage bonds and otherwise 
aid in preserving and reorganizing dis- 
tressed property in cases where the hold- 
ers of existing obligations have a real 
chance of preserving all or a substantial 
part of their interests. 

For the purpose of forming these com- 
panies the R.F.C. proposes to advance 
half the capital either in preferred stock 
or capital notes on the basis of 4 per 
cent to January 1, 1935, 3% per cent 
thereafter to 1940 and 4 per cent subse- 
quently with provisions for gradual 
amortization. 


The plan is designed primarily for the 
organization of trust companies, but 
where state laws or other restrictions in- 
terfere mortgage loan companies may 
be substituted; in fact the corporation 
proposes to accomplish its main purpose 
in rehabilitating the real estate mort- 
gage market by any similar and accept- 
able means. Its scheme fits into the 
home loan bank system by making the 
national mortgage associations under 
Title III of the Housing Act eligible for 
loans for mortgage refinancing. 

The primary purpose of the expected 
activities of the P.W.A. and the 
F.E.R.A. is unemployment relief. The 
Administration already has appropria- 
tions for slum clearing and the construc- 
tion of low cost housing in the amount 
of $135,329,500, a'l of which has been 
allotted to various projects scattered 
over the country. For various reasons, 
including the difficulty of securing sites 
at reasonable prices, this problem has 
moved very slowly—in fact has scarcely 
moved at all. However, it is expected 
that development will soon be rapid. 
Under plans now being considered this 
work would be undertaken on a much 
more elaborate scale, and Secretary 
Ickes has indicated that as much as 
$2,000,000,000 could be expended in the 
course of the next year, although he is 
careful to say that the Administration 
has not yet asked for any such sum. 
There is general expectancy that some- 
thing like $1,500,000,000 will be put out 
in this or similar lines in the coming 
year, probably as a part of a definitely 
planned program to be extended over 
10 or 15 years. 

Included in these construction proj- 
ects are self-liquidating enterprises such 
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as rural electrification; subsidized slum 
clearance and cheap housing; subsidized 
subsistence homesteads and communi- 
ties along lines already undertaken; and 
also subsidized individual home build- 
ing, the latter being a new conception. 
In the matter of subsidized slum clear- 
ance and low cost housing the plan is for 
the Government to advance 25 to 40 
per cent of the total cost, private capital 
furnishing the balance and taking a first 
mortgage therefor. The private capital 
portion would be amortized in 20 years, 
after which the Government would hold 
the property outright for disposal in the 
best practicable way. 

Direct subsidizing of private indi- 
vidual home construction is being seri- 
ously considered on the theory that 
present construction costs are 20 to 25 
per cent higher than the point at which 
private home construction would be 
undertaken on a large scale. There is 
some expectancy, or at least hope, that 
concessions in material and labor costs 
could reduce this margin by half. It is 
urged that if the Government would 
make up the difference by a direct sub- 
sidy the construction industry could 
move. A subsidy of as high as 20 per 
cent is being seriously considered. It is 
calculated that by the expenditure of 
$1,000,000,000 in this manner total 
home construction work amounting to 
$5,000,000,000 could be stimulated; this 
sum would employ 2,000,000 men at 
$1,250 a year and give employment to 
perhaps another 4,000,000 in the pro- 
duction and transportation of materials 
and the stimulation of consumption 
goods. 

The subsistence homestead and sub- 


28 


sistence community undertakings are 
already under way. Villages or com- 
munities are being built by the Emer- 
gency Relief Administration in West 
Virginia, Arkansas and Texas, and there 
are plans for others. They involve the 
construction of 100 to 700 houses in each 
community at costs varying from $1,300 
to $2,500, including land. Much of the 
outlay for labor goes to those heretofore 
on relief, usually to the people for whom 
the houses are constructed. The new 
homes are being sold to the occupants 
on a long term low interest basis. 


CHEAP HOUSING 


THE Subsistence Homestead Division 
of the Interior Department reports that 
it has received applications for homes 
from upward of a half a million people 
involving an expenditure of nearly 
$5,000,000,000. Its preliminary investi- 
gations show that about one-third of 
the requests, involving upward of $1,- 
500,000,000, have merit. Sixty-three 
such projects have been approved, pro- 
viding homes for about 3,700 people. 
There has been an average of 16 requests 
from individual families for each home- 
stead unit financed. In short, the field 
for expanding low cost home construc- 
tion is there; the only question is as to 
how best to cultivate it. 
Housing—cheap housing—in most 
cases in connection with enough land to 
offer some opportunity for self support, 
seems to be the drift of both political 
and business sentiment. Henry I. Har- 
riman, President of the Chamber of 
Commerce of the United States, pro- 
poses a nation-wide program covering 
10 years of effort along that line carry- 


ing ultimate expenditure of perhaps 
$15,000,000,000; but he would have the 
undertaking financed by private capital. 
His plan would involve the construction 
annually of 750,000 homes largely of 
“pre-fabricated”’ types, for the 10-year 
period, such homes to be sold on a 
15 to 20-year amortization basis. The 
average cost would be $2,000. Presum- 
ably this plan would fit in with that of 
the Government wherein the latter 
would advance enough of the construc- 
tion cost to afford private capital ample 
security for advancing the balance. 

Meanwhile the question of costs con- 
tinues to be the great obstacle in private 
construction undertakings, and its in- 
fluence upon Government projects is not 
of much less importance. There is a re- 
vival of the plan to lower costs by freight 
and other concessions in handling ma- 
terials, by a revision of N.R.A. codes, 
and by securing lower labor costs 
through agreement with unions under 
which labor would be assured of more 
work at lower hourly wages, netting 
larger and steadier income but at lower 
construction unit cost to employers. 
So far labor has remained cold to the 
proposition, one union threatening a 
strike for shorter hours and _ higher 
hourly wages. 

From a banking standpoint interest 
in these P.W.A. and emergency relief 
projects centers in the probability that 
they will involve issuance of a consid- 
erable volume of first mortgage bonds 
to cover the private capital portion of 
the cost. If the projects are carried out 
under existing legislation these bonds 
would probably bear around 4 per cent 
interest, the rate carried by obligations 
of states, municipalities and other pub- 
lic bodies to or through the P.W.A. in 
its general public works program. 

In the background of this public fi- 
nancing is the tremendous volume of 
private investment which may develop 
if and when private capital takes up 
these vast construction enterprises. 
There is little doubt on the part of either 
officialdom or the investing public that 
private capital will act, under some form 
of cooperation with the Government, as 
soon as business conditions become 
more stable—a cooperation whose social 
importance is no less impressive than 
its investment possibilities. 

In considering the Government’s ef- 
forts to improve real estate mortgage 
conditions the first fact to be considered 
is that the long term functions of the 
Housing Act are exactly what that term 
implies. They present no artificial stim- 
ulant for building houses or the lending 
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of money to build houses. Their func- 
tion, rather, is that of a stabilizer, a cor- 
rective of abnormal conditions designed 
to restore urban real estate financing to 
normal. 

It is expected, naturally, that when 
conditions are corrected and capital is 
again directed into real estate invest- 
ment channels new residential construc- 
tion will reach its usual volume, will 
maintain its proper relation to other 
fields of investment, and will again pro- 
vide for the industrial activity that de- 
pends upon the building trades. Surely 
a more constant flow of capital and a 
more even distribution of employment 
and consumption of materials will do 
much toward levelling out the peaks and 
valleys of home construction and pre- 
vent the recurring building booms and 
depressions. The act, in short, is a finan- 
cial, not an industrial proposition. 


HIGH STANDARDS 


THE system is far more conservative 
than casual examination might indicate. 
In the first place the institutions hand- 
ling mortgages must measure up to a 
rigidly high standard. They must re- 
ceive approvalas acceptable mortgagees. 
An institution will not be approved un- 
less it is a chartered institution having 
succession and is subject to the super- 
vision of the Government agency from 
which its charter powers are derived; it 
must be located in a place of not less 
than 6,000 population; it must have a 
paid up capital of not less than $100,000; 
and its principal activity in the mort- 
gage field must be lending its own funds. 
In other words, it must be an institution 
which, subject to the above qualifica- 
tions, is eligible for membership in the 
home loan bank system or the Federal 
Deposit Insurance Corporation. 

As might be anticipated, rigidly high 
standards for lenders imply high stand- 
ards for borrowers. Not every home 
mortgage will be accepted. The Housing 
Administration requires that in addition 
to the normal legal requirements for an 


eligible loan every original borrower § 


must show that the periodic payments 


under the contract bear a proper rela- § 


tion to his present and anticipated in- 
come and expenses, and that he has a 


interest fixed, and upon an amortization 
basis. The prompt application of many 
large and strong banks for approval as 
mortgagees would seem to indicate that 
banks are willing to do so. 

The loans certainly seem as sound as 
any loan well can be. In addition to the 
fundamental conditions on which they 
are based is the fact that they are in- 
sured. They draw 5 per cent simple in- 
terest on a principal which decreases 
with each monthly payment. The lender 
has no hidden advantage in interest on 
partial payments. On the other hand 
the borrower must pay to the mortgagee 
with each monthly payment on the 
interest and principal one-twelfth of the 
estimated cost of taxes, insurance, as- 
sessments and other charges against the 
property during the ensuing year, and 
where a large business in mortgages is 
done this may mean a considerable 
deposit account. 

Above all, perhaps, is the fact that 
mortgage loans under the system are so 
standardized that they can be sold by 
the mortgagee to the national mortgage 
associations in time of emergency or at 
any time when long term loans may 
prove embarrassing. No rediscount rate 
is fixed but it is anticipated that the 
national mortgage associations can bor- 
row on their debentures or otherwise on 
such terms that 5 per cent insured mort- 
gages will always prove so profitable 
that they will be rediscounted at par or 
better. Indeed, one probability of bank- 
ers’ profit lies in the rediscount of these 
mortgages with the national mortgage 
associations which established 
largely for this rediscount function. 

In most respects the associations form 
the heart of the entire scheme since 


satisfactory credit standing. In other *§ 


words, the system is to be operated 


upon a personal loan basis in addition | 


to the usual mortgage loan requirements. 


From the banking standpoint, the ; 
question becomes not one of the sound- . 
ness of a loan under the insurance sys- - 


tem but whether a bank cares to make 
the class of loan offered at the rate of 
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upon their successful functioning as a 
pool for real estate credit and as redis- 
count agencies for other lenders depends 
the success of the plan as a stabilizing 
and standardizing undertaking. 

There has been considerable conjec- 
ture as to whence the capital for these 
associations is to come, by whom they 
are to be organized, and why. In the 
opinion of the Housing Administration 
authorities the answers are: “Investors 
and profits.” 

It is known that large manufacturers 
of building materials and others inter- 
ested in the housing program have been 
and still are ready to put money into 
these institutions as a boost for the re- 
covery program; but there is reason to 
believe that the authorities prefer they 
be organized by investors for the actual 
profit in sight. The proposition is finan- 
cial, not industrial, and in the long run 
it must stand or fall upon the basis of its 
sound financial results. 

The associations in some respects are 
to be organized like national banks ex- 
cept that they will not receive public 
deposits though they may become Gov- 
ernment depositories. They are under 
strict Government supervision. They 
can be organized in any part of the coun- 
try and each association can operate 
anywhere. They must have a paid-up 
capital of not less than $5,000,000 and, 
with the approval of the Housing Ad- 
ministration, can issue debentures or 
other obligations to the amount of 10 
times their capital but not to exceed the 
current face value of insured first mort- 
gages and other assets held. Their assets, 
in addition to the mortgages, must be 
held in cash, bank deposits or Federal 
obligations. The system seems to be 
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about as air tight as any financial insti- 
tution ever can be. 

In the matter of profits it may be well 
to do some figuring. Since the maximum 
income is more or less fixed by a maxi- 
mum interest rate on loans the question 
of earnings hinges largely upon rates at 
which the associations can secure funds. 
The minimum capital requirements in- 
dicate that each association is expected 


to be large and to do a large business. § 


There is no limit to the amount of busi- | 


ness the associations can assume except 
that the mutual insurance fund can in- 
sure mortgages up to only $1,000,000,- 
000 on property existing when the act 
was passed, and to the same amount 
upon new property. No doubt these 
limits will be removed if and when nec- 
essary. It is a question whether these 
associations can lend money directly to 
borrowers; the law does not prohibit 
them from doing so and it seems likely 
that if other sources do not lend in suffi- 
cient volume Congress will authorize the 
associations to retail their wares. By 
original intent, however, they are whole- 
sale concerns and for the time being it is 
expected that their business will be con- 
fined to rediscounts. Such, undoubtedly, 
was the principal purpose Congress had 
in mind in establishing them. 

The financial prospectus of one of 
these associations might be set forth in 
something like the following terms: The 
minimum capital of $5,000,000 would 
probably be laid out in $1,000,000 cash 
or immediately realizable securities and 
$4,000,000 in 5 per cent mortgages pro- 
ducing an income of $200,000 a year. If 
the maximum of $50,000,000 in mort- 
gages could be secured on the basis of 
debenture or bond issues the income 
therefrom would amount to $2,500,- 
000, making a total gross income of 
$2,700,000. 

If money on debentures can be bor- 
rowed at an average of 4 per cent, which 
the authorities consider high, the cost 
would be $2,000,000 a year, leaving a 
gross profit of $700,000 or 14 per cent 
on the capital. If the cost of operations 
amounted to half the gross profit the net 
return would be $350,000 or 7 per cent 
on the capital. On the same basis a vol- 
ume of business involving mortgages 
and debenture issues of $25,000,000 
would produce a gross income of $450,- 
000 or $225,000 net, which is 4.5 per 
cent on the capital. It is probable that 
the cost of doing business would be far 
below the rate indicated. As compared 
with a commercial bank the staff would 
be small, there would be none of the ex- 
penses attached to handling deposits; 
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even the expense of handling the port- 
folio would be limited inasmuch as the 
loans are standardized. 

Profits depend largely on the rate at 
which money can be borrowed on bonds 
and debentures. Since the business of 
the association is in long term obliga- 
tions it may be assumed that the larger 
part of its own obligations would be in 
bonds. The housing authorities believe 
that these bonds could be sold at or 
around 4 per cent interest. That is a 
better rate than non-guaranteed Federal 
land bank bonds now command, but the 
association’s bonds are based upon 
insured mortgages. Since the associa- 
tion’s mortgage holdings are amortized 
monthly a considerable portion of its 
own obligations would be in the form of 
serial debentures with maturities run- 
ning from six months up. Money on 
these debentures could be had at very 
low rates, probably at not much more 
than 2 per cent on the shorter maturi- 
ties. The average cost of money to the 
association, accordingly, ought to be 
around the rate anticipated by the 
Administration. 

Profits in rediscounting also are to 
be considered. There is some expecta- 
tion that the associations may buy up 
miscellaneous mortgages on a wholesale 
basis from closed banks or other institu- 
tions in distress, reconditioning the 
properties and the financing so that the 
mortgages can be insured and a profit 
made on the transaction. What profit 
can be derived from rediscounting mort- 
gage loans for original lenders remains 
to be seen. One of the principal objects 
of the whole long term housing project 
is the reconditioning and stabilization 


of the residential real estate mortgage 
market. That, of course, implies the 
writing off of many losses by present 
mortgage holders and a service on the 
part of the mortgage associations which 
necessitates a fair profit—all for the 
mutual benefit of the parties concerned. 


INTEREST RATES 


UNDOUBTEDLY the flat 5 per cent 
interest rate fixed by presidential order, 
instead of a flexible rate between 5 and 
6 per cent as permitted by the Housing 
Act and favored by the realistic officers 
of the Housing Administration, will 
slow up the operations of the national 
mortgage associations and the whole 
long term housing program in some 
parts of the country. Rates charged cus- 
tomers by commercial banks in various 
sections at the present time range from 
an average of 3.26 per cent in New 
York City to an average of 5.04 per 
cent in southern and western cities, and 
such rates reflect a similar spread in 
long term loans. 

However, there is much to be said in 
favor of a uniform low rate, especially 
as a means of stimulating home building 
in districts where interest rates have 
been so high as seriously to retard resi- 
dential construction. In the long run, 
perhaps, it may prove beneficial in 
standardizing the mortgage market 
and real estate values throughout the 
United States and establishing the urban 
mortgage debt structure upon a more 
solid foundation, and thus effect the 
fundamental change in home financ- 
ing—a national rather than a sectional 
basis—that is essential both to industry 
and finance and to American homes. 


BANKING 


Wits SS == ——— | 
= 


wwe 


The Modernization Program 


i be county is the basis of operation 
in the home renovation campaign 
which the Federal Housing Administra- 
tion is conducting under Title I of the 
National Housing Act. 

With the county organization as a 
nucleus, a network of committees and 
sub-committees covers the nation, and 
their thousands of members are en- 
deavoring to persuade property owners 
to undertake the countless odd jobs 
that will increase values and help lift 
the relief burden by making work. The 
improvements, of course, are financed 
by amortized loans at Jocal banking in- 
stitutions. 

Now that the campaign is well under 
way it is possible to compile an expe- 
rience record of the work done in one 
representative county. By projecting 
this small scale picture on the national 
screen, an idea of what is being at- 
tempted and accomplished throughout 
the country can be obtained. 

The New York director of the 
F.H.A.’s Better Housing division was 
asked to trace the history of a county 
organization in his district. The county 
he selected is on the Hudson River 
above New York City. It has a popula- 
tion of 60,000 and is primarily a rural 
district of small communities and small 
industries. Although some of its resi- 
dents commute and some live on large 
estates, it fairly typifies conditions as 
they exist in many parts of the nation. 

The director estimates that there are 
12,000 homes in this county. From the 
results thus far obtained in the inten- 
sive campaign which is being conducted 
there he believes that $250,000 in 
modernization and improvement loans 
should have been issued by the expira- 
tion of a year. 

How was the work organized in this 
county and how is it being carried on? 

“Our first contact,” said the director, 
“was with a lumber dealer who, after 
offering us his hearty cooperation, 
steered us to the real estate editor of 
the newspaper in the county’s largest 
village. This man promptly sensed the 
value of the campaign not only to his 
community but to his paper, and was of 
inestimable value during the early as 
well as in subsequent stages of the 
drive. 

“Tt is essential to select in each 
county a prominent citizen who will 
lend his name to the movement, per- 
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haps as head of the general committee. 
In this instance the key man happens 
to be a judge of a state court, widely 
known for his interests in public affairs. 
He agreed to be our honorary chairman. 

“Then we called a meeting of leading 
citizens. Twenty attended, but out of 
that number it was impossible to get 
one who could serve as active chairman 
and we had to adjourn, leaving the 
selection to a nominating committee. 
A week later I came back to the village 
and found a larger, more enthusiastic 
gathering—plumbers, lumbermen, con- 
tractors, masons, carpenters, architects, 
all of whom had a very practical inter- 
est in home renovation and repair. 
However, no chairman was yet avail- 
able. 

“Several persons in the audience 
hastened to assure me that the county 
intended to do its part. One man said: 
‘I’m an officer of the local bank. Our 
bank has already made 17 loans total- 
ing $8,200.’ Another, identifying him- 
self as a contractor, reported that he 
had just purchased three trucks, the 
first he had bought in five years. Other 
citizens indicated an eagerness to coop- 
erate. 

“The result was that a township su- 
pervisor was finally picked as chairman. 
Before the committee was really func- 
tioning the county had a loan total of 
$37,840 to its credit. 

“The committee in that particular 
county consists of 20 members, each of 
whom in turn is chairman of the local 
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committee in his own community. A 
banker is in charge of the loans sub- 
committee, his duties being to see that 
banks in the district are informed as to 
all financial phases of the work. We 
have found, as a matter of fact, that 
some of the smaller banks, particularly 
in country communities, are rather un- 
familiar with instalment paper. 

“The county committee organized 
a consultation committee which estab- 
lished itself in a vacant store, rent free, 
in the most populous town. A huge 
banner lettered ‘Better Housing Cam- 
paign Headquarters—Come In For Free 
Information’ attracted the town’s at- 
tention; inside, the committee sup- 
plied callers with literature, application 
blanks and answers to questions. With 
the cooperation of the state and county 
relief organizations the committee ob- 
tained a paid clerical staff. 

“The campaign throughout the 
county was carefully organized. Work- 
ing through women’s committees and 
clubs, fraternal and labor organizations, 
literary societies, parent-teacher as- 
sociations and other groups, the general 
committee pushed its drive into every 
crossroads settlement. Committees of 
painters, plumbers, masons and car- 
penters made house to house canvasses 
in their respective communities, asking 
each home owner whether he planned 
to paint his house or buildings, mend 
the fence, re-roof the barn, install a 
new furnace or fix the old one, change 
the plumbing, pull down a partition or 
add a couple of rooms. In this way the 
committee not only got a line on how 
much work could be expected, but also 
gave wide publicity to the drive. 

“Other avenues of approach to resi- 
dents of the county were mass meetings, 
motion picture theaters, posters, bill- 
boards and the press. Newspapers found 
that contractors, dealers in building sup- 
plies and other business firms that de- 
pend on the construction industry for a 
livelihood were increasing their advertis- 
ing substantially, and the revenue that 
accrued therefrom certainly did not 
harm the committee’s relations with the 
publishers. 

“We found in this county—and in 
others, too—that the Better Housing 
Campaign was essentially a selling prop- 
osition in which two major points could 
be stressed: First, that when a man 
spent money on fixing up his property 
he was protecting his investment and 
making it more saleable and more rent- 
able; second, that he was helping put 
people back to work, thus reducing the 
relief rolls and lessening his taxes.” 
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At the Washington Convention of the American Bankers Association, where President Roosevelt spoke, 
the theme was confidence in the efficacy of mutual effort toward recovery 


INTERNATIONAL 


In Europe, the London naval conversations failed to make 

headway, France and Belgium had political crises, the “‘gold 

bloc”? nations conferred and the impending Saar vote com- 

manded general attention. Above, Norman H. Davis, head of 

the U.'S. naval delegation; below, a Russian cartoon on the 
Saar plebiscite, reproduced in France 
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INTERNATIONAL 


At Washington, President Roosevelt 
named Marriner S. Eccles of Utah as 
Governor of the Federal Reserve Board 
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The Condition of BUSINESS 


complished in laying a foundation for business recovery 

by securing genuine and effective cooperation among the 
Government, the banks and the nation’s principal business 
interests than in any six months in the past five years. 

Indeed such a combination of Government, banking and 
business has been formed for the first time since the World 
War. The change has been developing for several months, 
culminating in the Annual Convention of the American Bank- 
ers Association. The better understanding effected on that 
occasion between the Government and the bankers has been 
followed by action of the board of the Chamber of Commerce 
of the United States whereby that organization is pledged to 
a united, forward movement of all business in cooperation 
with the Federal authorities. 

The formal action of these two great national business 
groups has been approved by other business organizations 
and by leading business interests all over the country. The 
entire business situation in the United States in its larger 
aspects now seems to drape itself around the efforts of these 
great associations to unite upon a program of recovery. 


I THE six weeks ending December 1 more has been ac- 


GOVERNMENT Although apparently sudden, _ this 
MODIFICATIONS Change in business outlook has been de- 

veloping for several months. It has been 
brought about by increasing conservatism on the part of the 
Government and by increasing realization on the part of 
business that something must be done. The changed Govern- 
ment attitude is evident in the abandonment or modification 
of many policies to which business men have objected. It is 
meeting business halfway in necessary modifications of the 
N.R.A. It has indicated its conservatism in monetary mat- 
ters by formally removing restrictions on the international 
movement of funds for legitimate purposes, thereby giving 
a hostage against further dollar devaluation or other mone- 
tary inflation. It proposes to limit social reforms to what is 
practicable at the present time without interfering with busi- 
ness recovery. It plans to restrict the further use of public 
credit for private purposes to what it regards as absolutely 
essential for recovery. While frankly, and of necessity, facing 


a further deficit in the Federal budget for next year it pro- 
poses to hold this to a minimum by reducing relief measures 
as far as possible to constructive enterprises in which private 
capital can be used under more or less Government guaranty. 

Above all, perhaps, the Government has finally realized 
the absolute necessity of shifting the relief burden from the 
taxpayers to industry and of concentrating all its efforts ona 
revival of business. Industry, in turn, has finally realized that 
the ultimate solution of the problem of both Government and 
business lies in its own initiative, enterprise and resources, 
and that it must go ahead even at great risk lest it face condi- 
tions both in government and its own affairs worse than any 
it has so far encountered. 


It is upon the problem of reviving indus- 
try, especially heavy industry, that the 
minds of Government and banks and 
business have met. While still demanding that Federal ex- 
penditures be reduced and the budget balanced the business 
world now realizes some of the difficulties of doing so at the 
present time and seems reasonably content with honest ef- 
forts and substantial progress in that direction. 

Bankers and business men also generally are more disposed 
to cooperate with the Government in some of its undertak- 
ings. Both are cordially cooperating in the housing program 
in which short term efforts are having substantial results, and 
some of the largest banking and investment houses are ac- 
tively organizing their business to take advantage of the long 
term real estate mortgage program. There is abundant evi- 
dence that banks and other investors will promptly cooperate 
with the Government in furnishing funds necessary for real- 
ization of the latter’s plans for low cost housing, subsistence 
homesteads and a similar undertaking toward which Govern- 
ment relief efforts are now being directed. 

The changed business outlook relates primarily to imme- 
diate industrial development, with trade and finance playing 
secondary réles. It is generally agreed that retail trade has 
quickened in a most acceptable manner in the past two 
months but the Fall pick-up in manufacturing has been dis- 
appointing. Reports of various statistical authorities also 
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show that profits of industry in the third quarter have fallen 
off greatly as compared with the same period last year, 25 per 
cent being the rate generally accepted. Although the third 
quarter of 1933 was exceptionally good, compared with other 
periods, as a result of the boomlet preceding the inauguration 
of the N.R.A., this year’s record has demonstrated that a 
policy of waiting will not do. Even the retail trade, which has 
depended so directly and vitally upon Government expendi- 
tures for relief and otherwise, is threatened by modification 
of current policies. In the interest of both themselves and the 
country at large, therefore, business men feel that a supreme 
effort is necessary. 

What form this effort will assume is as yet undetermined. 
A great housing program dovetailing with the Government’s 
relief plans is generally considered the most likely initial un- 
dertaking. The committee appointed by the Chamber of 
Commerce of the United States, which will work with similar 
committees from the National Association of Manufacturers, 
the Durable Goods Committee, the National Industrial 
Conference Board and other organizations, is expected to 
formulate plans which, after discussion by the Congress of 
American Industry in New York early in December, can 
be presented to the Government as those that will have the 
support of the banking and business interests. 


The industrial situation seems to be shaping 
itself in line with improved prospects. Activ- 
ity in the consumption goods industries con- 
tinues at a fairly satisfactory level in keeping with active re- 
tail business, but the heavy industries still lag. Improved 
prospects, however, appear in an increasing number of large 
concerns which have undertaken or are planning to start at 
once notable plant expansion and betterments. Standard 
Statistics Company reports a list of nineteen companies 
which have such enterprises in hand or in prospect, calling for 
the expenditure of $120,000,000, and the list is admittedly 
incomplete. 

Machine tool and equipment manufacturers and indus- 
trial engineers report a marked increase in the number and 
quality of inquiries received from business men looking 
toward plant expansion and improvement and especially 
note a change in business sentiment from one of doubt to one 
of decided confidence, especially among smaller manufactur- 
ers. Current demand for machine tools is coming from ma- 
chine builders themselves, from manufacturers of electrical 
equipment, textile trades, chemical and food trades and even 
from steel mills. It is also announced by the P.W.A. that any 
further public works program undertaken will have as its 
primary object the stimulation of the heavy goods industries. 

Most of this business is prospective and is expected to 
ripen in the new year. Meanwhile, the situation has its pres- 
ent good points. While the steel industry remains rather 
spotty it has made some advance during the past month and 
the outlook is considered favorable. Automobile production 
lagged in November, total output being placed at around 
70,000 cars, but manufacturers are preparing new models in 
anticipation of larger business next year than they have en- 
joyed in 1934, which has registered an increase of more than 
40 per cent over 1933. Railroad buying remains subnormal 
but in this line, also, prospects are bright. Roads are giving 
special attention to the improvement in passenger equip- 
ment, including a general movement toward streamlined 
trains and locomotives. Development is expected to be rapid, 
especially if plans for comprehensive Government financing 
of the roads can be realized. 
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THIS much is now certain: The condition 
statements of the banks at the end of 
December will show them to be in essen- 
tially better condition from every stand- 
point than they have been for a good many 
years. In the aggregate their number, de- 
posits, loans and investments and gener:l 
resources may not be so large as at other 
times but they are sounder. What they 
have is real, without doubtful assets, in- 
flated deposits or the misrepresentations 
of window dressing. 


A certain amount of industrial recovery 
also is due on general economic grounds. 
Industrial production as reported by the 
Federal Reserve Board steadily declined from May to Sep- 
tember inclusive and in the latter month was lower than at 
any time since early 1933. This reduced production naturally 
has been reflected to some extent in the take-off of goods but 
since most business activity has been in consumption goods 
it appears that inventories must have been greatly reduced; 
in most principal industries this is known to be the case. 

It naturally follows that a resumption of production on a 
larger scale is now due and the slight upturn in production 
and employment in October, apparently further advanced 
slightly in November, reflects this prospect. The fact re- 
mains, however, that the bulk of business activity above the 
irreducible minimum is the result of artificial stimulus in 
Government expenditures which in time must reach an abso- 
lute limit. That business must act to prevent an ultimate col- 
lapse or still more radical artificial remedies is plain enough. 


PRODUCTION 
UPTURN 


The movement toward united action by busi- 
ness, banks and the Government for business 
improvement has had a marked influence upon 
Fall trade. Merchants report that in both wholesale and 
retail lines stocks are moving out rapidly, especially in 
the West and South. New England and the eastern states 
show less improvement although trade gains reported for 
the first two weeks of November range around 8 to 10 
per cent over dollar values of a year ago as compared 
with as high as 40 per cent increase in some parts of the 
Middlewest. 

Prospects for a successful holiday season seem bright. Re- 
ports of the Reserve Board show that department store sales 
in September were 11.5 per cent over a year ago, sales in Octo- 
ber were 11 per cent higher, and weekly commercial reports 
show even greater gains in November. The general expecta- 
tion is that the momentum thus acquired will carry trade to 
even greater volume in the course of the next month. The 
clearinghouse of bank Christmas clubs shows that approxi- 
mately 5,500 banks in the country are distributing $370,000,- 
000 to their members this year, an increase of about 6 per 
cent over last year. 

The concentration of new buying power in the farmers of 
the central, western and southern states, although really 
only a transfer of funds from one class to another through the 
collection of processing taxes, is giving a special fillip to the 
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Fall trade in the states affected. Increased Government 
spending, however, is the chief impetus. It is running at or 
over $300,000,000 a month on all accounts, which is a large 
enough sum to mark the difference between dull and brisk 
trade in the country as a whole and certainly is a great stim- 
ulus in the sections specially favored and in which trade is 
reported as especially brisk. 


The matter of bank credit for industry still 
claims attention, official and otherwise, with 
rather widely differing conclusions. Lyman E. 
Wakefield, president of the Association of Reserve City 
Bankers, has announced that a recent survey by the associa- 
tion shows that its members, which hold about $13,100,- 
(00,000 of deposits or more than 35 per cent of the com- 
mercial bank deposits of the country, had granted or 
made available credit lines in recent months totaling $6,155,- 
(00,000 of which only $1,950,000,000 was being used. On this 
basis it is calculated that the commercial banks of the coun- 
try have made credit commitments of from eight to ten bil- 
lion dollars which have not been used. It was further shown 
that banks having deposits of $14,800,000,000 made new 
loans in the first six months of this year to the amount of 
$3,877 ,000,000, exclusive of security loans, and it is pointed 
out that the principal reason the aggregate volume of com- 
mercial and industrial loans has not shown a greater increase 
is that older loans are being repaid about as rapidly as new 
loans are made. The loan turnover is large, borrowing indi- 
viduals and enterprises are constantly changing, and credit 
granted by many Government agencies is being used to re- 
pay bank advances. 

On the other hand, a report on a survey of the industrial 
credit situation by a commission under the Census Bureau 
criticizes not only commercial banks but the Reserve banks 
and even the R.F.C. for a policy under which from 32 per 
cent to 40 per cent of small industrial concerns are having 
difficulty in securing bank credit, although it is contended 
that two-thirds of these concerns are good credit risks. 

The report, prepared by Dr. Theodore N. Beckman, chief 
economist in charge of the survey, is based upon factual ma- 
terial from 6,158 industrial plants out of 16,500 to which 
questionnaires were submitted, each employing from 21 to 
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250 wage earners. The report holds the “liquidity mania” 
largely responsible for the situation and calls for a modifica- 
tion of the instructions to examiners for Federal supervisory 
authorities, and a more liberal policy by the Reserve Board, 
the Reconstruction Finance Corporation, and the Securities 
Exchange Commission. The commission recommends organ- 
ization of a system of intermediate credit banks to pump a 
minimum of $2,000,000,000 into commerce and industry be- 
tween now and 1938; this is the amount considered necessary 
under obligations already contracted for. 

While the results of these two surveys are not altogether 
inconsistent there has been a disposition on the part of most 
authorities, including many in the Government itself, to dis- 
count the conclusion of the Census Bureau commission as 
being too theoretical, and perhaps superficial, to carry much 
weight. The broad conclusion, it is pointed out, that two- 
thirds or any such proportion of the concerns canvassed 
which have had difficulty in securing credit are good risks can 
scarcely have been based upon the intimate and close study 
of the financial position and industrial prospects of each 
which is necessary for the safe placing of a loan. The com- 
mission’s conclusions with respect to the industrial concerns 
as credit risks are based upon an elaborate series of checks 
and calculations on the basis of condition statements and 
credit ratings which seem conclusive, but it is pointed out by 
bankers that this does not necessarily mean that the loans 
sought would be proper commercial bank loans. 


How successful banks have been in their lend- 
ing efforts is uncertain. Reporting member 
banks in the Reserve System, which showed 
a steady increase in outstanding loans other than those on 
securities for more than two months up to mid-October, 
registered a decline after that date and up to early 
November. On October 17 miscellaneous or “other” loans 
amounted to $4,764,000,000 but fell to $4,731,000,000 by 
November 7. Loans on securities rose from $3,055,000,000 
on October 10 to $3,087,000,000 on October 17 but fell to 
$3,010,000,000 by November 7. It can be said, however, that 
the decrease has been especially due to the repayment of old 
loans and that banks have been writing a much larger vol- 
ume of new business than appears in the statistical returns. 
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HE WONT 


A great deal of ef- 
fort and money are 
being spent to stimu- 


late the use of money 


We Are Lending Money 


- 


° o Applications are invited for conservative mort- 
gages, on property in parts of Brooklyn, Queens 


and Nassau Counties. 
BROWN IN THE NEW YORK HERALD TRIBUNE 


**The Modern Mother Hubbard” 


No Renewal Fees 
Moderate Quarterly Amortization 
Interest 54% 


tee 
ge wise real estate owners, in having a mortgage 


with a Savings Bank. 
commercial | 
The Dime SAVINGS BANK OF BROOKLYN 
DE KALB AVENUE AND FULTON STREET 


BROOKLYN, BEW YORK 


~ There is a feeling of security, well known to 


ASSETS OVER $200,000,000 ESFABLISHED £859 


This is the introduction to an advertisement by 
the First National Bank of Seattle, Washington 


HOME OWNERS—ATTENTION! 


ee Repair and Modernize 
TRUST COMPANY Let the First National Help You 
New. Take Advantage the Federal Housing 
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THE CARNEGIE SIGNAL-ITEM—THE HOME PAPI 


NEWS 


REPORTING member banks in the Reserve System, | pe M 0 N E Y ere 


which showed a steady pnenemne in outstanding loans To those who wish to make repairs 
other than those on securities for more than two 


months up to mid-October, registered a decline after or improvements to their homes, we 
that date and up to early November. On October 17 can now make small installment 


miscellaneous or “‘other’’ loans amounted to $4,764,- mortgage loans on unencumbered 
000,000 but fell to $4,731,000,000 by November 7... . ‘ 
property, where the owner is 


It can be said, however, that the decrease has been es- 
pecially due to the repayment of old loans and that regularly employed. 
banks have been writing a much larger volume of 


new business than appears in the statistical returns. 
—From ‘‘The Condition of Business”’ in this issue CARNEGIE NATIONAL BANK 


32 Years of Service As A National Bank” 


RECONSTRUCTION FINANCE CORPORATION 
WASTIINGTON 


Jesse H.JONES 
CHAIRMAN OF THE BOARD 


November 9, 1934. 


Industrial concerns, eligible to: borrow funds from 
the Reconstruction Finance Corporation for the purpose of 
maintaining and increasing employment, have not yet taken full 
advantage of the assistance which the Corporation is prepared 
to extend. 


on” 


FEDERAL RESERVE BOARD 
REGULATION S$ 
Series of 1934 


DISCOUNTS, PURCHASES, LOANS AND COMMITMENTS BY FEDERAL RESERVE BANKS 
TO PROVIDE WORKING CAPITAL FOR ESTABLISHED INDUSTRIAL 
OR COMMERCIAL BUSINESSES. 


SECTION I. STATUTORY PROVISIONS, 


Section 13b of the Federal Reserve Act as amended by the Act of June 19, 1934, reads in 
part as follows: 


‘‘Sec.13b. (a) In exceptional cireumstances, when it appears to the satisfaction of a 
Federal Reserve bank that an established industrial or commercial business located in its 

~ district is unable to obtain requisite financial assistance on a reasonable basis from the 
usual sources, the Federal Reserve bank, pursuant to authority granted by the Federal 
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Government Banking 


is no secret in Washington that the Federal Govern- 
ment is much disposed, perhaps even anxious, to get 
out of some phases of the banking business. 

How far a change will go depends upon developments. It is 
becoming evident that the change is in the direction of less 
dependence upon Government funds for financing commerce 
and industry and even the recovery program, and more de- 
pendence upon private funds in cooperation with or under 
guaranty of the Government. The implication is that the 
Government will drop out of the lending picture just as 
rapidly as private capital will step into its place. 

Aside from the coordination of Government loan activ- 
ities, which doubtless has some relation to a more intelligent 
estimate of actual Government need of funds for credit pur- 
poses in the preparation of next year’s budget, the chief 
evidence of a change is a disposition on the part of the Gov- 
ernment’s lending agencies to call for no more money. This is 
apparent in Home Loan Board’s refusal to anticipate any 
additional authority from Congress to borrow more money 
for home mortgage refinancing, a similar disposition of the 
Farm Credit Administration to limit its farm mortgage re- 
financing to the $2,000,000,000 originally allowed, and the 
declared policy of the Reconstruction Finance Corporation 
to limit its future activities to those already undertaken with 
early liquidation in view. 

Perhaps more significant are the special efforts of the 
Export-Import Bank authorities to cooperate with rather 
than supplant commercial banks in the financing of foreign 
trade. There is certainly a definite halt in the expansion of 
governmental loan agencies which in itself implies at least a 
certain degree of early liquidation of activities already 
undertaken. 

The general policy of directing Federal loan agencies more 
along the line of cooperating with rather than competing 
with commercial banking is exemplified clearly in the inti- 
mate cooperation between commercial banks and the ex- 
port-import banks established by the Government for 


O': ICIAL declarations have been very guarded, but it 


AFTER nearly three years of increasing ac- 
tivity in that line, not to mention the 
operations of great leading institutions 
such as the land banks and intermediate 
credit banks in previous years, it is too 
much to expect that the Government 
could abandon its credit policy all at once. 
Nor is it doing so. Nevertheless the coordi- 
nation of the activities of all its lending 
agencies under a committee headed by the 
Secretary of the Treasury, a general slow- 
ing up of loan activity, and other develop- 
ments during the past six weeks are rather 
convincing evidence that a change in the 
policy of the Federal authorities in relation 
to the use of national credit is in progress. 
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financing foreign trade. The change is important because it 
assures commercial banks of the Government’s disposition to 
aid them in building up their own business and also in antici- 
pated practical results of cooperation. 

Two of these banks have been established, the first de- 
signed to finance trade with Russia and the second to finance 
trade with Cuba. Both have complete banking powers with 
the exception of discount and circulation. It was expected 
that their chief function would be the granting of export 
credits. Short term credits of less than 180 days were to be 
granted only when unusual circumstances indicated that 
commercial banks could not handle the business. Intermedi- 
ate credit of 180 days to 12 months was also to be given 
largely to supplement commercial bank advances, while long 
term credit of one to five years was expected to be granted 
more or less directly to importers and exporters upon the 
basis of facts in each case. 


As a result of the failure of the Soviet Gov- 
ernment to effect an arrangement with respect 
to the Russian debt due the United States the 
first bank suspended its operations, although at present 
there is some expectation that a debt agreement will 
finally be reached and the matter of export credits to Russia 
again be given a practical status. The second bank has 
been functioning with some success in Cuban trade but in 
June its scope was widened to include all countries, the 
Jatter in actual practice being confined for the present 
to three or four Latin American countries. 

In the course of its operations, however, the Second Ex- 
port-Import bank has found that in actual business the chief 
difficulty faced by American exporters is in exchange re- 
strictions under which Americans are prevented from col- 
lecting the proceeds of their sales abroad although the buyers 
are willing and able to meet drafts upon them. Under trans- 
fer limitations now imposed by 35 nations the latter are using 
money due exporters, payment finally being made largely 
upon the terms and at the discretion of the governments 
concerned. 

One of the chief problems now being worked out by the 
Government banks and the committee of bankers cooper- 
ating with them is how exporters, through their commercial 
banks, can be relieved of the risk and possible loss involved 
in these exchange restrictions, and particularly how far it 
will be practicable for the Government to take over and 
carry the exchange involved in liquidated accounts. Another 
phase is the possibility that the Government institutions 
insure foreign trade accounts along lines followed by Great 
Britain, Germany, France and other European countries in 
export trade, particularly with Russia. Under the law this 
can be done up to 75 per cent of the face of the account. 

It is also expected that the export-import banks can 
effectually protect the interests of exporters and commercial 
banks in connection with trade agreements now being nego- 
tiated with various countries. All these matters are now 
being considered by a committee of the American Bankers 
Association and the Export-Import Bank authorities in a 
spirit of cooperation and mutual aid which promises emi- 
nently practical results in promoting foreign trade and 
bringing sound business to the commercial banks. 
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The Federal Reserve Board with its new head, Mar- 
riner S. Eccles. Reading around the table from left 
to right the members are George R. James, Charles 
S. Hamlin, Adolph C. Miller, Mr. Eccles, J. J. 
Thomas, M. S. Szymezak and J. F. T. O’Connor, 
Comptroller of the Currency, ex-officio member 


While definite official action depends upon future develop- 
ments there is a general understanding in Washington that 
the Home Owners’ Loan Corporation will be the first of the 
great emergency refinancing organizations to wind up its 
business. It will do so unless Congress acts to the contrary. 

This prospect is due to the fact that the Federal authori- 
ties think the corporation has accomplished its purpose and 
that a continuation of its activities would afford little further 
relief to distressed home owners while it would undoubtedly 
impinge upon legitimate private financing. 

The corporation’s lending power is limited to $3,200,000,- 
000 of which $200,000,000 is in capital and the rest in bor- 
rowing power. Up to November 9 it had received applications 
from 1,752,389 home owners involving refinancing of ap- 
proximately $5,650,000,000. Of these applications over one- 
third were ineligible for refinancing. Of the balance, 635,383 
loans have been granted calling for $1,911,613,276. About 
400,000 of the remaining applications received are expected 
to be good and to exhaust the balance—approximately 
$1,300,000,000—of the corporation’s funds. 

Inasmuch as five or six months will be required to dispose 
of these cases and because new applications in any event could 
not be acted upon until well into next Spring the corporation 
authorities feel it would be unfair to give additional appli- 
cants any hope of favorable action in the near future. The 
number of applications for refinancing has been steadily de- 
creasing since last Spring and—perhaps this is more signifi- 
cant—the proportion of the applications representing actual 
distress has also been decreasing. It is also felt that the real 
estate mortgage situation has measurably improved and that 
refinancing is now less necessary. 

The new system of mortgage insurance and other facilities 
now offered by the Housing Administration is expected to 
afford further relief. In the opinion of Chairman John H. 
Fahey, private lending agencies “are now getting into posi- 
tion to resume their normal lending functions and to handle 
the refinancing of mortgages. A great many of the applica- 
tions being filed with us can and should be taken care of by 
private institutions.” 
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Meanwhile the corporation continues to be the chief lend- 
ing agency of the Government. In the four weeks ended 
November 9 it refinanced mortgages of $173,786,527 on 
56,204 homes and on that date its total bond and note issues 
amounted to $1,918,239,375. 

A parallel situation exists in the emergency phase of the 
Farm Credit Administration; present indications are that the 
special machinery for refinancing farm mortgages in distress 
will also soon cease to function and that farm financing will 
be returned to the ordinary operations of the land bank 
credit system. 

The emergency phase of the farm credit refinancing is 
limited to $2,200,000,000 of which $2,000,000,000 was pro- 
vided for in the act of 1933, which permits the land banks to 
sell special bonds in the two-year period ending next May, 
and $200,000,000 appropriated by Congress for loans to be 
made by the Land Bank Commissioner. Up to November 1 
the land banks and the Commissioner, acting largely through 
the Federal Farm Mortgage Corporation, had made loans of 
approximately $1,399,000,000 and had approved applica- 
tions for approximately $500,000,000 more. Total loans un- 
der the emergency powers of the Administration now in sight 
are within about $300,000,000 of the limit fixed by Congress. 
There has been general expectation that Congress would be 
asked to extend this limit but present indications are that if 
any action is taken it will be upon the initiative of Congress. 


Applications for farm mortgage refinancing have 
been steadily decreasing, the amount of loans 
made by the land banks and the Land Bank 
Commissioner has decreased from $117,011,626 last July 
to $79,157,085 in October, and the character of appli- 
cations also is rapidly changing. On the other hand the 
F.C.A. authorities note that farm real estate values have 
improved, their own sales showing an advance so far 
this year of 20 per cent over 1933. This improvement not 
only renders normal farm mortgage financing easier but is 
rapidly reducing the demand for emergency financing to 
avoid foreclosures. The administration indicates that its 
emergency financing will cease just as soon as normal fi- 
nancing can meet farmers’ needs but whether that can be 
done within the time limit set in the Farm Credit Act— 
May 12, 1935—is as yet uncertain. 

Operations of the short term credit system are running on 
a lower level except for the production credit association 
loans, which have been increasing since September for cattle 
feeding purposes. Regional banks for cooperatives have also 
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been expanding credit. Between September 1 and November 
1 their loans outstanding increased from $9,230,577 to $18,- 
119,000. In the same period outstanding emergency crop 
loans dropped from $91,732,624 to $82,893,147 and loans of 
the regional agricultural credit corporations from $117,- 
664,418 to $96,914,490. 

There seems to be no question that the R.F.C. has passed 
the zenith of its powers and activities, although that state- 
ment does not mean it will not continue as a major factor in 
the general financial situation. Present indications are that 
the lending power of the corporation, which expires in Jan- 
uary, will be continued for another year but with no increase 
of Government funds. 


This, too, needs qualification. For several 
months the repayments of previous loans 
have exceeded new loans and considerable 
sums have been returned to the Treasury in line with the 
President’s expectation that repayments during the current 
fiscal year would total $480,000,000. Such repayments form 
a revolving fund that will enable the corporation to make 
new loans indefinitely as necessity -may arise. 

In October the corporation made new loans of $60,087 ,000 
and had repayments of $85,809,000. In that month, however, 
the Emergency Relief Administration called upon the cor- 
poration for funds, as permitted in the emergency appropria- 
tion act passed by the last Congress, and an advance of 
$215,000,000 was made. Hence it is uncertain whether repay- 
ments will permit much new lending until the relations of the 
corporation to the relief program have been cleared up. 

During October banks and trust companies borrowed 
$17,782,000 of new money but repaid $26,302,000 of old 
loans. Railroads borrowed $9,905,000 and repaid $1,716,000, 
while mortgage loan companies borrowed $2,000,000 and 
repaid $3,365,000. Other concerns in this general class bor- 
rowed no new money and building and loan associations, 
insurance companies and the land banks made repayments 
in fair amount. 


PAYMENTS, 
REPAYMENTS 


The Commodity Credit Corporation increased its net bor- 
rowing by $7,297,000 to a total of $280,453,575; of the new 
money $6,047,000 was advanced on cotton. The corporation 
made repayments of $41,149,000 during the month, ne\ 
loans more than covering such repayments. 

Authorizations were made for the purchase of preferred 
stock in banks in the amount of $10,500,000 while loans on 
preferred stock totaled $28,164,175. However, only $16,000 - 
C00 was actually disbursed on these and previous authoriz.i- 
tions. On November 1 a total of $1,168,330,100 had been 
authorized for strengthening the capital structure of banks, 
of which $76,970,413 had been withdrawn or cancelle:|, 
$906,764,407 had been disbursed and $184,595,280 remained 
available to the banks. Loans of $23,000,000 for distribution 
to depositors of closed banks were authorized during the 
month and $18,000,000 was paid out on that account. Actua] 
advances to industry through mortgage loan companies in- 
creased by only $424,000. Direct loans to industry were 
authorized to the amount of $5,206,000, bringing the total to 
$18,225,450. Of this only $3,318,645 has been disbursed, 
$1,403,000 of it during the past month. 


Meanwhile the Public Works Administration 
has again become the great interrogation point 
as far as the relief, Government credit and re- 
covery situations are concerned. 

Construction work under the loan system still lags and 
there is growing up a strong sentiment, especially among 
members of Congress, that this means of stimulating re- 
covery must be speeded up or abandoned—and there is very 
little sentiment for abandonment. In October the adminis- 
tration, as reported in the Treasury statements, expended 
only $109,924,332 for all purposes. This included $3,955,000 
in loans to railways for betterment; $36,736,852 for high- 
ways; and only $9,545,026 in loans to states and their sub- 
divisions which were expected to be so great a factor in re- 
covery—practically the same amount as the $9,399,767 
expended by the Tennessee Valley Authority alone. The rest 
of the money was expended on river and harbor work, Boul- 
der Dam, subsistence homesteads and miscellaneous work. 

In November the record promises to be somewhat better 
though not impressively so. Up to and including November 
12 the amount expended was $52,748,643 of which $3,328,- 
000 was in loans to railways and $14,041,884 in loans to states 
and their subdivisions. 

Hence the Government is proposing, or at least seriously 
considering, a plan for quick action on a large scale. As set 
forth by Secretary Ickes in his capacity as Public Works 
Administrator, the idea is to undertake several kinds of work 
which can be started at once and completed within three or 
four months, even under northern climatic conditions. He 
mentions rural electrification and the elimination of grade 
crossings as lines of effort in which large numbers of com- 
paratively unskilled workers can be employed all over the 
country. He thinks such work would have a very definite 
social value. Incidentally the volume of possible work runs 
into billions of dollars, while with rural electrification a tre- 
mendous market would be opened up for electrical equipment. 


PUBLIC 
WORKS 


President Roosevelt, Secretary Roper and Secretary Hull as 

the President left Washington for Georgia. On the way he 

inspected the work of various Federal agencies, particularly 
the Tennessee Valley Authority 
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EDITORIALS 


Condition of Banking and Credit 


ANY constructive changes have taken place in 
the nation’s banking structure during the 
past year. Throughout this period the Ameri- 

can Bankers Association has lent its assistance in 
manifold ways to the Government in formulating 
sound measures and has constantly fostered among its 
members the spirit of cooperation and service in be- 
half of recovery. We pledge ourselves to a continua- 
tion of such cooperation. 

Banks today are in a strong position and eager to 
cooperate in the normal expansion of business enter- 
prise. We have faith in the present banking structure, 
composed of the Federal Reserve System with its 
adequate credit and currency functions, the mutual 
savings banks with eleven billions of deposits, and the 
state and national banks with thirty-six billions of 
deposits. These institutions are capable and anxious to 
meet every legitimate credit need of industry, com- 
merce, and agriculture. 

Reports indicate encouraging signs that business is 
now beginning to seek a greater volume of bank 
credit, which has been and is available for its use. It is 
to be hoped that to a steadily increasing degree indus- 
try and trade will avail themselves of the comprehen- 
sive banking facilities which both Government 
authorities and bankers are recommending that they 
utilize. 


THE NATIONAL BUDGET 


THE American Bankers Association believes that the 
establishment of a balanced national budget at the 
earliest possible date is essential to the national wel- 
fare and an important factor toward world recovery. 

While thus declaring our conviction that a balanced 
budget is the cornerstone of sound financial policy, 
whether public or private, we nevertheless recognize 
that emergency expenditures are at times called for in 
the interests of human welfare. Understanding states- 
men meet such emergencies as they arise, but at the 
same time make it clear that expenses cannot be al- 
lowed to exceed income indefinitely. 

This sound principle was recognized by the Presi- 
dent of the United States in the comprehensive mes- 
sage which he sent to Congress on the fourth of last 
January outlining the future financial policy of the 
Administration and setting a time-schedule for ex- 
penditures to be made in the interest of relief and 
recovery. 

While the outlays called for were greater than those 
included in any other peace-time budget in our history, 
the President wisely took occasion to call attention to 
the fact that these expenditures should not be con- 
tinued as a matter of permanent policy. 

We earnestly urge our members to support this 
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sound policy that we should return to a definitely bal- 
anced budget. We believe that both government and 
business should and can collaborate to hasten the time 
of such return. Assurance that the budget is to be 
balanced will give rise to an expansion of industry and 
trade. 

The reestablishment of a balanced national budget 
would eliminate the fear of currency inflation. It 
would insure the stability of our monetary system, 
which is fundamental to the general development 
of aggressive business plans as a major element in 
national recovery, reemployment and economic 
security. 

A balanced budget would of necessity curb tend- 
encies to extravagant public expenditures, and would 
induce similar action by states and municipalities. 
Finally, it would be a decisive influence in keeping the 
burdens of taxation within the capacity of productive 
effort and enterprise. 

(The foregoing is the text of a resolution adopted 
by the American Bankers Associationat Washington. ) 


The Head of the Table 


RESIDENT Roosevelt said to the bankers in 

Washington: “The old fallacious notion of the 
bankers on the one side and the Government on the 
other as more or less equal and independent units has 
passed away. Government, by the necessity of things, 
must be the judge of the conflicting interest of all 
groups in the community, including bankers.” 

This is fundamental. Where MacGregor sits, there 
is the head of the table. Any political or economic 
philosophy that places the government of a country 
on one side and the economic structure on the other 
side is a shortcut to national decay. The two must be 
united in purpose and identical in fact. 


CONGRESS 


EVER since the adjournment of the last Congress 
there has appeared a more conservative tendency in 
Government, a willingness to recognize constructive 
criticism. There have been periods of yielding to pres- 
sure from the left, but the general movement has been 
away from the experiments which characterized the 
earlier months of the Administration. Accordingly, it 
can hardly be said that the election constituted ap- 
proval of a leftward or a rightward tendency because 
the issues were not drawn in such a way as to make a 
decision possible. 

In fact, an analysis of the election returns shows less 
of approval of specific policies than of the efforts in 
general of the Administration. Many of the most out- 
standing measures undertaken in behalf of the New 
Deal have already been repudiated, abandoned or re- 
vised by the Administration itself. 
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Banks Under the Profit System 


MILLIONS 


VER since the Federal Reserve 
banks in the Spring of 1932 began 
their large open market purchases 

of Government securities, excess re- 
serves have been a subject of almost 
continuous discussion; yet nowhere, it 
would seem, has the effect of these sur- 
plus balances upon bank earnings had 
the consideration it deserves. Excess 
reserves were, of course, expected to 
“make low money rates effective,” that 
is to say, cause the lending facilities of 
the nation to be more freely used. This is 
but another way of saying that they 
were expected to stimulate growth in the 
volume of earning assets carried by the 
banks. They have, however, had no 
such effect, as the record clearly shows, 
but they have drastically reduced the 
rates of return obtained by the banks 
upon the assets they do hold. 
Reiteration of the importance of 
profits in banking is hardly needed here. 
The bankers of the country know, and 
all others ought to know, that a sound 
bank is a profitable bank. But a number 
of special factors in the current situation 
lend emphasis, if not urgency, to this 
question of bank earnings. In the first 
place, huge excess reserves add to the 
pressure exerted by low earnings upon 
bankers to seek unsuitable fields for 
the employment of their funds. The 
campaign being conducted by the public 
authorities to induce banks to enlarge 
their loan operations is the more haz- 
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ardous by reason not only of excess 
reserves but also because, from the 
standpoint of earnings, the banks sorely 
need more loans and investments. To 
date the banks appear to have resisted 
temptation to take undue risks. 


NEED OF CAPITAL 


BUT equally important is the fact 
that a great many banks have urgent 
need of building up their capital struc- 
ture during the years immediately ahead. 
The chairman of the Reconstruction 
Finance Corporation has recently again 
uttered another plea to those banks 
whose margin of capital funds is inade- 
quate. The trouble is, however, that 
the process of recapitalization through 
the Reconstruction Finance Corpora- 
tion is costly, the rates of dividends 
required upon the preferred stock taken 
by the corporation being far higher than 
can be earned at present with the funds 
thus provided. In any event, this 
process of recapitalization is, as respects 
the banking system as a whole, hardly 
recapitalization at all, whatever it may 
be for any given individual bank, since 
the funds with which the corporation 
pays for the stock or the obligations 
of the recapitalized banks are largely 
provided directly or indirectly by the 
banks themselves. Thereisreally no way 
of evading the fact that true recapitali- 
zation of our banks as a whole can come 
only through investment of savings 


in their stock or else through ploughing 
back the earnings of the banks them- 
selves. The one is not likely to occur and 
the other is of course impossible so long 
as the banks are earning little or noth- 
ing over and above their expenses. 

Excess reserves assumed unusual 
proportions during 1931, but it was not 
until the Spring of 1932 that they began 
the growth that has now taken the 
figures to almost astronomical propor- 
tions. In June 1932 Government bonds 
were yielding 3.78 per cent according to 
the Federal Reserve Board’s figures. 
By June 30 this year the yield on Gov- 
ernment bonds had declined to 2.94 per 
cent. During the same period of time 
the average rate charged customers 
by New York City banks declined from 
4.61 to 3.30 per cent, while that ruling 
in eight other northern cities, as reported 
by the Federal Reserve Board, declined 
from 5.13 to 4.30 per cent, and that 
charged by banks in 27 southern and 
western cities moved down from 5.62 to 
5.19 per cent. Prime commercial paper 
was yielding about 2% to 3 per cent in 
June 1932; in June of this year it was 
returning 34 to 1 per cent. 

Ninety-day bankers acceptances 
yielded 7 per cent in 1932 compared 
with 14 to 14 per cent at the middle of 
this year. Call money in New York 
brought 2!4 per cent as compared with 
1 per cent this year. Other rates have 
declined proportionately. 
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By FREDERICK W. JONES 


The author is an editorial writer for 
The Commercial and Financial Chronicle 


Changes in the nature of the hold- 
ings of the banks during the past two 
years have been such as to accelerate 
the reduction in earnings that declines 
in rates make unavoidable. The accom- 
panying table shows the general nature 
of these changes. 

It will be noted at once that during 
the two-year interval between 1932 
and 1934 there was an appreciable 
decline in loans and discounts and in 
holdings of securities other than Gov- 
ernments, which carry relatively high 
yields, and a sharp increase in Govern- 
ment obligations on which yields are 
normally low and on which they are 
now extremely low. It is moreover a fact 
that during the past two years the banks 
have turned to short term Government 
obligations on which the return is now 
very low, indeed in some cases almost 
nothing. 

Consulting the official returns, we 
find that member banks by the last 
half of 1931 reported a small net loss after 
write-offs, a net deficit which for the full 
calendar year 1932 came to $.89 per $100 
in loans and investments. But, as the 
net profit table on page 37 shows, this 
loss for the year was a result much more 
of large and, it is to be hoped, non- 
recurring losses than of decline in 
operating revenue. 

Net earnings (before write-offs) de- 
clined between 1927 and 1932 from 
$1.85 to $1.44 per $100 in earning 
assets, or about 22 per cent, while net 
losses rose from $.48 to $2.33, or more 
than 385 per cent. Evidently the earn- 
ings of the banks at the time excess 
reserves began to mount had been 
destroyed, not so much by inability to 
make a profit on current transactions 
as by losses that had their roots in 
transactions that occurred for the most 
part before the onset of the depression. 
Rates of return had declined materially 
by 1932, and there had been drastic 
reductions in the volume of loans and 
discounts, but the shrinkage in gross 
revenue thus occasioned had evidently 
been met with a fair degree of success by 
reductions in expenses. The further 
drastic reductions in rates of yield, 
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accompanied by a further sharp decline 
in earning assets in the higher yielding 
categories since the appearance of ex- 
cess reserves in enormous proportions, 
now face the banks with a situation in 
which they find it extremely difficult 
to earn sufficient profits from ordinary 
operations to pay even ordinary losses 
and have anything of much consequence 
left. 

The fundamental difficulties to which 
the banks are subjected as a result of the 
enormous volume of excess reserves 
that have now been built up can perhaps 
be more effectively demonstrated by 
comparison with normal conditions. 
For this purpose, fortunately, rather 
detailed figures are available from the 
Report of the Committee of the Federal 
Reserve System on Group, Chain and 
Branch Banking. The report itself is 
not generally available, but most of the 
material bearing on the subject here in 
hand has been published in the recent 
volume, The Banking Situation, by 
H. Parker Willis and John M. Chapman. 

The facts repay careful study. Na- 
tional banks earned from 6.19 to 8.21 
per cent per annum on invested capital 
during the five-year period 1926-1930 
inclusive. This appears to be about the 
rate of earnings ruling during the five- 
year period immediately preceding the 
outbreak of the World War in 1914. 
Perhaps we are justified in taking it as 
representing about the normal earnings 
of the banks. Certainly it does not ap- 
pear to be excessive. It will be recalled 
that while a good many banks were 
reporting very large earnings during the 
1926-1930 period, many others were 
failing. The report of the committee 
of the Reserve System shows that of the 
7,403 banks whose returns are included 
in its statistics, 1,171 showed no earn- 
ings at all or actual deficits for this period. 
Another 836 showed net profits of less 
than 3 per cent. These figures are, 
however, averages of the returns from 
a wide assortment of institutions. A 
more accurate idea can be obtained by 
studying the returns from smaller groups 
of banks whose figures can be regarded 
as typical of certain institutions. 


Take, first, institutions with total 
loans and investments amounting to 
between $500,000 and $750,000. These 
can be considered as representative of a 
large number of banks operating in the 
smaller towns throughout the country. 
Of these 14.6 per cent earned nothing 
at all, often reporting deficits. Some 
30.2 per cent showed less than 6 per 
cent. Another 23.8 per cent earned be- 
tween 6 and 8.9 per cent, and 31.5 per 
cent earned 9 per cent or more. In order 
to make this showing, this group of 
banks had to have gross earnings of 
$6.99 per $100 in loans and investments. 
During this period country banks 
belonging to the Federal Reserve 
System held not far from $900 in loans 
and discounts for each $100 in capital 
stock outstanding. They also owned be- 
tween $125 and $150 in Government 
obligations, and $300 to $350 in other 
securities per $100 in capital stock. 

On June 30, 1934 these banks held 
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$465 in loans and discounts, $234 in 
Government obligations and $243 in 
other securities for each $100 in capital 
stock. Evidently they must now have 
gross earnings of far more than $6.99 
per $100 in loans and investments if 
they are to earn as well as they did in 
the 1926-1930 period, unless expenses 
meanwhile have been substantially re- 
duced. Indeed it is clear that they need 
gross earnings of something like these 
dimensions if they are to earn at all, 
assuming lack of very substantial reduc- 
tions in costs of operation. The decline 
in the total of loans and investments 
has been at a rate of over 30 per cent, 
and in the earlier period it took about 
$6 of the $6.99 to pay operating and 
other expenses. 

Where can the banks obtain any such 
rate of gross earnings at present? Let it 
be noted first of all that Government 
obligations have become a very much 
larger part of the earning assets of these 
banks. Not only has there been a very 
substantial increase in the holdings of 
such obligations, but loans and dis- 
counts have declined by almost half and 
holdings of corporation and municipal 
securities by nearly 20 per cent. Gov- 
ernment obligations pay a lower rate of 
return than almost any other type of 
asset held by such banks. 

The fact is, though, that yields on 
all types of assets have been reduced in 
the interim. Government bonds during 
the 1926-1930 period yielded somewhat 
under 3% per cent. They now yield but 
little more than three. During most 
of the earlier period three- to six-month 
Treasury notes yielded well over 3 per 
cent. Such issues now produce noth- 
ing, or next to nothing. Call loans in New 
York City then brought quite handsome 
returns; today they yield almost noth- 
ing. Yields on good corporation bonds 
are distinctly lower than during most 
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serve cities other than New York and 

Chicago, in dollars per $100 of capital 
stock (par value) 


of the earlier period. The, rate of return 
upon good municipal bonds is sub- 
stantially lower now than it was then. 
There are no statistics of consequence 
showing discount rates charged custom- 
ers by this type of bank, but if judged 
by rates paid by banks in the cities of 
the country the rate has declined appre- 
ciably since 1930. 

The change is even more striking in 
some of its aspects in the smaller 
and medium sized cities throughout the 
country. Let us take institutions with 
from $5,000,000 to $10,000,000 loans 
and investments as typical of this group. 
National banks in this classification 
reported gross earnings of $6.37 per 
$100 in loans and investments, of which 
$5.23 was needed to pay expenses. The 
group as a whole reported net profits of 
$7.76 per $100 invested capital. Now 
member banks in Reserve cities held 
loans and discounts during the period 
1926-1930 in the amount of about 
$1,000 per $100 in capital stock. They 
owned around $185 in Government obli- 
gations and about $215 or more in other 
securities per $100 in capital stock. 
On June 30 this year holdings of loans 
and discounts were reported at $540, 
Government obligations $446, and other 
securities amounted to $195 per $100 
in capital stock. Thus it is seen that total 
loans and discounts have declined some- 
what more than 45 per cent. Holdings of 
Government obligations have increased 
nearly one and a half times, while loans 
and discounts have been reduced to 
about one half of their holdings during 
the earlier period, and an appreciable 
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decline has occurred in holdings of 
securities other than Government obli- 
gations. 

Of course the general decline in re- 
turns already noted applies also to these 
banks, but there are certain additional 
data of special interest here. In the 
first place the shift to Government 
obligations has been more marked in 
this group than in the smaller institu- 
tions. Moreover there has been of late 
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a greater inclination on the part of these 
institutions to buy only shorter term 
Government obligations upon which the 
yield is much lower than is the case with 
the longer issues. 

These banks moreover carry a larger 
part of their assets in the money markets, 
where rates have suffered most, than 
is the case with the country banks. 
Rates charged by such banks in eight 
northern cities (not including New 
York City) in June 1930 to customers 
are reported by the Federal Reserve 
Board as averaging 5.06 per cent. They 
had been higher. In June of this year 
the rate is given as 4.30 per cent. In 27 
southern and western cities, according 
to the same source, the average rate in 
June 1930 was 5.69 per cent, down from 
6.16 twelve months earlier. At the mid- 
dle of this year the rate was 5.19 per 
cent. 

Finally consider the large institutions 
found in the financial centers. National 
banks with $50,000,000 or more in loans 
and investments showed gross earnings 
during the 1926-1930 period in the 
amount of $6.09 per $100 in loans and 
investments. From this they were able 
to save $1.37 as net profits. All member 
banks located in New York City had 
during the earlier period not far from 
$1,100 in loans and discounts per $100 
in capital stock. On June 30 this year the 
figure had declined to $530. Member 
banks in Chicago had about $1,200, 
which had shrunk to $381 by the middle 
of this year. Government obligations 
held by the New York City institutions 
amounted during this period to nearly 
$200; they reported over $500 in June 
of this year. The Chicago banks aver- 
aged in the neighborhood of $150 during 
the years 1926-1930; at the middle of 
this year the figure was $453. 

In New York City the member banks 
owned around $175 in other securities in 
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Net Profits of all Member Banks, Expressed in Dollars per 
$100 in Earning Assets 


Net Earnings 
$1.85 
1.93 
2.21 
1.76 
1.52 
1.44 


the earlier period; they had $158 in 
June of this year. In Chicago such secu- 
rities were owned in an amount of more 
than $150 on the average during the 
earlier period, while their holdings 
amounted to $155 in June of this year. 
On the basis of these figures it would 
appear that the volume of earning assets 
held by the large banks of the country 
have declined by 25 or 30 per cent since 
the 1926-1930 period. 

The switch to Government obliga- 
tions, the holdings of which now equal or 
exceed the volume of loans and discounts, 
is particularly marked in these institu- 
tions. These large banks have, most of 
them, for a good while past generally 
declined to hold Government obli- 
gations of long maturity. The revenue 
they receive from such obligations is 
derived very largely from the exceed- 
ingly low yield obtainable upon short 
term Government obligations. They too 
are the banks which most severely feel 
the disappearance, or almost that, of 
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$.48 
48 
.65 
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1.48 
2.33 


returns obtainable in the short term 
money market. 

Such changes as are thus indicated 
have naturally given rise to vigorous 
effort on the part of the banks to pare 
their expenses. In this they have made 
progress, important progress, but not 
sufficient progress to offset the loss in 
gross returns. Reductions in outlay for 
salaries and wages, by far the largest 
expense in small banks and an important 
item in all banks, have been impeded by 
the National Recovery Administration 
and by the laudable desire of the banks 
to avoid so far as possible adding to the 
already enormous army of the unem- 
ployed. The payment of interest on 
demand deposits has largely been elimi- 
nated, and substantial headway, par- 
ticularly in the larger cities, has been 
made in reducing the rate of interest 
paid on time deposits. Revenue from 
service charges has been enlarged. But 
all this has not been enough to offset 
the drastic decline in gross income. 
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The Canadian Silver Exchange 


SILVER market was opened in 
Montreal on October 22 which, 
its organizers and members hope, 

will have an important place in world 
trading. It is operated by the Canadian 
Commodity Exchange, Inc., the charter 
of which permits trading in other com- 
modities. 

With the nationalization of silver in 
the United States, the New York silver 
market ceased to operate. That left 
Shanghai, Bombay and London as 
world silver centres, with subsidiary 
markets in Hong Kong and Calcutta. 
San Francisco had also been a subsid- 
iary market, because of the importance 
of that port in oriental trade and ex- 
change. The promoters of the new Cana- 
dian exchange hope that it will become 
at least an important subsidiary mar- 
ket, or possibly rank with these other 
leading world markets. They base this 
hope on the fact that about 65 per cent 
of the world’s silver production is in 
North America, on the central position 
of Montreal in relation to world trade 
and on the fact that New York houses 
with well established silver connections 
are working with their new exchange. 

This constitutes a new step in the de- 
velopment of markets in Canada. The 
Winnipeg Grain Exchange is already 
known as the world’s greatest “pri- 
mary”? wheat market, ranking with 
Chicago and Liverpool in the world’s 
grain trade; this grain market is a direct 
result of Canada’s very large produc- 
tion of exportable wheat. 

On August 9, 1934, silver was “na- 
tionalized”’ in the United States by a 
call for surrender of all domestic stocks 
at a fixed price of 50.01 cents per ounce. 
This price does not apply to newly 
mined silver, which, under the Silver 
Purchase Act, is bought at 644 cents an 
ounce. Along with these measures a tax 
of 50 per cent on profits derived from 
silver trading was imposed. New York 
brokers at once looked about for a sub- 
stitute market, and, from the time 
they established silver connections, 
they have been a dominating force in 
determining the character of the new 
Canadian exchange. 
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By W. A. McKAGUE 


The Digest Company, Ltd., 
Toronto, Canada 


In Canada there is strong rivalry be- 
tween Montreal and Toronto as fi- 
nancial centres, headquarters of banks 
and insurance companies being about 
equally divided between these two cit- 
ies. Montreal has been ahead in general 
stock trading and Toronto has had the 
principal mining market, and also a 
little the better in bond business. This 
rivalry came up in respect to silver. 
Member houses of the Montreal Stock 
Exchange promoted a Montreal Silver 
Exchange, Inc., while Toronto brokers 
went ahead with separate plans. Credit 
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The American market for silver futures 
centered in this ring on the floor of 
Commodity Exchange, Inc., New York. 
Trading was suspended at 12:03 p.m. 
on August 9, 1934, after President Roose- 
velt had nationalized the white metal 
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N. Y. COMMODITY EXCHANGE, INC. 


is due to New York influence for insist- 
ing that two markets would not be 
satisfactory. 

The Montreal Silver Exchange charter 
was taken over and the name was 
broadened. The victory has gone to 
Montreal, since the exchange is located 
there, and tenderable silver must be 
in Montreal vaults; but seats were 
made available on equal terms to mem- 
bers of both Montreal and Toronto 
stock exchanges, and provision was also 
made for representation of other firms. 

The Canadian Commodity Exchange, 
Inc., is authorized by its charter to have 
300 seats. About 250 of these have been 
taken up, and the membership of the 
exchange is representative of brokerage 
firms of New York, Montreal, Toronto 
and other cities on this continent, and 
also of firms which are prominent in 
silver trading in London and other 
cities, including the Far East. The re- 
maining seats are held in reserve for 
future disposal. Meanwhile, since the 
end of October, a seat can be obtained 
only by purchase from a holder. 

Experts were secured from the New 
York Commodity Exchange, and the 
charter, by-laws and regulations have 
been patterned upon those of the New 
York and other prominent markets. 
The new exchange, therefore, has the 
benefit of the experience of both stock 
and commodity exchanges. Its board of 
governors is representative of Mont- 
real, Toronto and New York brokerage 
houses, and in addition there is a New 
York advisory committee. The presi- 
dent is a prominent Montreal broker, 
while thesecretary-treasurer of the clear- 
inghouse was secured from New York. 

A clearing corporation, of course, is 
an integral part of the exchange ma- 
chinery, and the exchange member be- 
comes a member of the clearing corpora- 
tion by purchase of a share in it and by 
deposit of a sum in the guaranty fund, 
agreeing to clear all his trades through 
the corporation and agreeing to abide 
by its regulations. All transactions of 
the day are reported to the clearing- 
house, which checks and balances them 
and takes the responsibility for meeting 
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Exchange Regulations 


TRADING Hours: 10.00 a.m. to 3.00 p.m.; Saturdays, 10.00 a.m. to 12 noon. 

TRADING Unit: 10,000 ounces (in contrast with 25,000 in New York). 

PricE CHANGES: Registered in multiples of 1/100 of a cent per ounce. Fluctuation of a 
point, or 1/100th of a cent, is equivalent to $1 per contract; a fluctuation of a cent is 
equivalent to $100 on a contract. 

Price Liuits: The limit of fluctuation in any one session shall be 3 cents per ounce 
above or below the previous closing price. 

TENDERABLE SILVER: .999 fine silver in bars of usual commercial sizes, bearing one of 
the brands or markings on the official list approved by the exchange. Weight tolerance 
three per cent over or under 10,000 ounces. 

Montus TRADED: December 1934 is the first delivery month traded in (no trading 
for October or November delivery because of small existing supply of silver in Montreal). 
Regular trading is for delivery in the current month or in any one of the eleven succeed- 


ing months. 


DELIVERY: May be made at any time during the delivery month at the seller’s option, 
from a licensed vault or warehouse in Montreal. 
Commission Rates: The lowest rate of commission which may be charged for the pur- 
chase or sale of a contract in silver shall be $9, when the price of silver does not exceed 40 
cents per ounce, and when the price exceeds 40 cents per ounce, an additional $1 for each 
10 cents or portion thereof. 


them. In addition to the guaranty fund, 
a margin of $600 on each contract must 
be deposited. 

The exchange opened for trading on 
Monday, October 22. In the first 
two weeks, to November 3, trading 
amounted to a total of 519 contracts, 
representing approximately 5,190,000 
ounces of silver, or a value of approxi- 
mately $2,850,000. The price being be- 
tween 50 and 60 cents, the commission 
rate was $11 per contract, which, reck- 
oned two ways, totalled $11,418 earn- 
ings for the members. 

The average month-to-month spread 
of future prices was $.0027 per ounce. 
This checks closely with carrying 
charges in Montreal, which are reck- 
oned at $.0025 per ounce per month. 
For simplicity, and so long as silver is 
in the neighborhood of 50 cents an 
ounce, carrying is estimated at the rate 
of 6 per cent per annum. 

Only branded silver refined in Can- 
ada, the United States or Mexico will be 
tenderable against contracts of the 
Canadian exchange, and the exchange 
has approved of twelve producers, 
representing 17 refineries or brands. 
These twelve producers are American 
Smelting & Refining Co., American 
Metal Co., Anaconda Copper Co., 
Bunker Hill & Sullivan Mining & Con- 
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centrating Co., Canadian Copper Re- 
fineries, Ltd., Consolidated Mining & 
Smelting Co., Ltd., Irvington Smelting 
& Refining Works, Nipissing Mining 
Co., Ltd., Ontario Refining Co., So- 
ciedad Afinadora de Metales, United 
States Metals Refining Co., and United 
States Smelting, Refining & Mining Co. 

As previously mentioned the silver, 
to be tenderable, must be in Montreal 
vaults, and for this purpose a list of de- 
positaries—chiefly Montreal banks and 
trust companies—has been approved by 
the exchange. The approved storage 
charge is 2 cents per bar per day, which 
works out to approximately $7.20 per 
bar per year, or $.0072 per ounce, or 
$72.00 per 10,000-ounce contract. 

For the buyer of silver, the Montreal 
market means a new centre through 
which obligations due in the Orient may 
be covered, telegraph rates to Montreal 
from London, New York or other lead- 
ing points being low as compared to 
those to the Far East. Canada’s own 
trade with China and India has in some 
years totalled close to $50,000,000, part 
of which may be settled for through the 
new silver market. The Canadian Gov- 
ernment itself will be a buyer of silver, 
and even if it does not directly recog- 
nize the exchange for this purpose the 
exchange will offer facilities through 


which a tenderer of silver for sale to the 
government may calculate his price and 
fulfill his contract. It is not possible to 
say what may develop as regards United 
States Government purchases, but the 
existence of an open market as near as 
Montreal, with prices quoted for spot 
and futures, may have some bearing on 
the policy in the United States. 

It is not at all likely, especially with 
Canada off the gold standard and with 
gold movements directly under the gov- 
ernment, that any class of bullion deal- 
ers will develop in Montreal. But such 
dealers, operating in London, Shanghai 
and other world centres, will find the 
Montreal exchange an added facility, 
and, as connections develop, undoubt- 
edly more business will come from these 
sources. 

The interest of the banks and other 
depositaries, of course, is in the storage 
of the metal in Montreal, and in ar- 
ranging for incoming and outgoing 
shipments. From the volume of business 
handled in the first two weeks, and 
from figures of Canadian output, etc., 
it is likely that at least several million 
ounces of silver will be kept on hand in 
Montreal. The storage charges on 10,- 
000,000 ounces would amount to $72,000 
a year, and in addition there would be 
interest on loans and handling charges. 
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RUDOLF S. HECHT 


THE new President of the American Bankers 
Association has previously served as President of 
the State Bank Division (1921) and for several 
years as Chairman of the Economic Policy Com- 
mission. He became Second Vice-President of the 
Association in 1932 and First Vice-President in 
1933. He was President of the American Institute 
of Banking in 1918. 

In 1903, on arriving in this country from Ger- 
many, Mr. Hecht became associated with the Na- 
tional Bank of the Republic in Chicago and later 
with the Commercial National Bank in the same 
city. In 1906 he took a position with the Hibernia 
Bank and Trust Company of New Orleans as as- 
sistant foreign exchange manager, rising to the 
presidency of the institution in 1918. On the na- 
tionalization of the bank in 1933 Mr. Hecht as- 
sumed the chairmanship of its board. 

Besides activity in New Orleans’ civic affairs, 
Mr. Hecht is a director of the Federal Reserve 
Bank of New Orleans, chairman of the R.F.C. 
advisory board in the New Orleans district, and a 
director in the Mississippi Shipping Company, 
D. H. Holmes Company, Ltd., Wesson Oil & 
Snowdrift Company, Charles A. Kaufman Com- 
pany, Ltd., Lane Cotton Mills Company and the 


Southern Cotton Oil Company. 


Beginning October 24: 


HE improvement in the relations 

of the banks and the Federal Gov- 

ernment, noticeable since mid-year 
and gradually working to a dramatic 
climax in connection with the Annual 
Convention of the American Bankers 
Association in the nation’s capital, un- 
doubtedly marks a similar improve- 
ment in the position of the banks in the 
country at large. 

Growing appreciation of the inter- 
dependence of banks and government 
and of the fact that a combination of 
the two is necessary for national welfare 
made such rapprochement inevitable. 
What effect this better understanding 
will have upon the banking business and 
its ultimate reaction upon business in 
general are matters of immediate prac- 
tical moment. It is plain that a changed 
attitude on the part of the Government 
indicates a changed prospect, or at least 
the removal of many doubts in the mat- 
ter of bank legislation and, so far as 
the Washington administration is con- 
cerned, of Government policies in rela- 
tion to the banks. How far this changed 
attitude on the part of the Federal au- 
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thorities will affect public sentiment 
likely to be registered in legislation 
remains to be seen. Perhaps it is of just 
as much importance to consider the 
effect upon the sentiment of bankers 
in relation to their own business. 

As for banks and bankers, events in 
the past month demonstrate that the 
spirit of cooperation set forth in the 
Washington meeting is being followed 
in good faith and with increasing en- 
thusiasm. The pledge given the Presi- 
dent of the United States by new and 
old authorities of the American Bank- 
ers Association in the historical White 
House meeting following the conven- 
tion is now being made good not only in 
the continued willingness of banks to 
make loans but also in their active ef- 
fort to induce the use of credit by the 
business world. 

A campaign to invite business to bor- 
row money is unique in the annals of 
American banking, but such a campaign 
is now in progress. An organized effort 
to use available bank credit in the 
financing of foreign trade in cooperation 
with the Government is under way. 


Bankers in the larger cities are organiz- 
ing to cooperate with Government 
agencies in furthering plans for long 
term real estate financing and rehabili- 
tation of the real estate mortgage 
market. They are foremost in active 
efforts in the Government’s home mod- 
ernizing and repair campaign. They are 
the chief reliance of the Government in 
all its refinancing undertakings. They 
are cooperating with the R.F.C. and 
other Government agencies in the 
financing of agriculture under the 
A.A.A. and similar agencies. In short, 
there are no Government credit activi- 
ties wherein the banks can play a part 
in which they are not cooperating in 
every practical way possible. 

Assuming that the attitude of the 
Federal authorities towards the banks 
is as favorable as that of the banks 
towards the Government, it does not 
necessarily follow that this clears the 
road for either or both in their mutual 
relations. It must be admitted that in 
the matter of bank legislation, as in 
other things, Congress is an imponder- 
able quantity. There is no doubt that 
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much radical legislation will be proposed 
and strongly advocated and that much 
of this will apply to banks, the banking 
system, control of credit and all related 
matters. To oppose this impending legis- 
lation bankers will be on their guard 
and a rising tide of conservative think- 
ing in the country at large is likely to 
give them enough support successfully 
to avoid dangers now evident. 

There is no doubt, either, that a strug- 
gle is impending on the initiative of 
bankers themselves over the feature of 
the Federal Deposit Insurance Act 
which will force state non-member 
banks into the Federal Reserve Sys- 
tem. Under the law as it now stands, 
which will go into full effect next July 1, 
the two-year period for the merging of 
independent state banks into the Sys- 
tem will commence on that date. It will 
require positive action by Congress to 
change this situation and that positive 
action may be hard to secure. There is 
increasing reason to anticipate that in 
all these matters the authorities in 
Washington will be a conservative, a 
restraining force. 

The Federal authorities themselves, 
as indicated by their representatives 
before the Annual Convention, are sug- 
gesting amendments to the insurance 
act, particularly the change advocated 
by Chairman Leo T. Crowley providing 
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that instead of the present system of 
assessments upon banks to cover losses 
of the insurance corporation the banks 
shall pay a fixed annual premium for 
their deposit insurance. This change, 
aside from its intrinsic practical impor- 
tance, is striking as emphasizing the 
insurance rather than the guaranty fea- 
tures of the system. It involves con- 
siderable difficulty and some manifest 
disadvantages. As indicated by Mr. 
Crowley, it is impossible at this time to 
work out a rate of annual premium for 
deposit insurance upon an actuarial 
basis. Practically no definite informa- 
tion of the rate of probable loss in the 
corporation is available, nor, indeed will 
it be available for a considerable num- 
ber of years. 

The new system is yet to be tried out; 
bank losses under the old system, of 
course, cannot be taken as a basis for 
comparison and computation. The re- 
sult is that the annual charge at first 
must be considerably above actual 
contemplated losses both as a matter of 
present safety and as a means of build- 
ing up necessary reserves. Nevertheless, 
most banks seem ready to accept this 
higher charge since, with all its dis- 
advantages, it fixes a definite limit 
on the charges banks must pay for their 
deposit insurance. 

Other recommendations of the insur- 


AT THE 
WHITE HOUSE 


Robert V. Fleming, First 
Vice-President of the As- 
sociation, Francis Marion 
Law, ex-President, Rudolf 
S. Hecht, President, and 
Tom K. Smith, Second 
Vice-President, leaving the 
White House after talking 
to Mr. Roosevelt 
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ance corporation, through its chairman, 
will be placed before Congress. The 
present limit of insurance at $5,000 on 
each individual account covers the 
great mass of deposits without undue 
strain upon the corporation and affords 
to the general public that confidence in 
banks which it is the object of the en- 
tire insurance system to secure. 

The proposal to give the corporation 
more power in the purchase of assets 
and in otherwise dealing with banks in 
difficulty is generally favored. Many 
small banks will have less enthusiasm 
for the proposal to give the corporation 
power to refuse membership in the in- 
surance fund to banks without capital 
adequate to assure both present and 
future solvency, perhaps on a ratio of 
one part capital to eight parts deposits, 
as suggested by Chairman Jesse Jones 
of the R.F.C., although the necessity 
of some such requirement in the inter- 
ests of other banks in the system is 
apparent. Nor is it likely that there 
will be any great enthusiasm over the 
proposal to give the corporation more 
power to enact rules and regulations for 
the Government and control of its 
member banks, although in this case 
also protection of member banks prob- 
ably renders more power in the corpora- 
tion a necessity. 

Present prospects are that the Re- 
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THE R.F.C. 
CHAIRMAN 


Mr. Jones, speaking before 
the Association on Octo- 
ber 25, urged that more 
loans be granted and that 
banks join the Govern- 
ment in efforts to restore 
mortgage investments to 
soundness. He said: **The 
investment market will re- 
turn, but in the mean- 
time the banks and the 
Government must _ take 
its place.”’ 


construction Finance Corporation’s loan 
power will be extended at least another 
year with possibly some modifications 
along lines desired by the banks and 
partly for bank protection. The cor- 
poration has indicated a policy of 
carrying its present outstanding loans 
indefinitely, pressing neither banks 
nor other debtors for repayment and 
indicating a preference that debtors use 
their funds in credit to the business 
world. It is expected that more stress 
will be laid upon the function of the 
corporation as a possible source of re- 
discount and less upon outright lending. 
In his address before the Association’s 
Annual Convention Mr. Jones called 
attention to the fact that loans author- 
ized by the corporation last year on corn 
and cotton, less cancellations, aggre- 
gated $636,000,000, of which only 
$270,000,000 was actually disbursed. 
The rest of the loans were carried by 
banks which had a call upon the cor- 
poration in case of necessity. Similar 
loans have been made by banks on 
tobacco, hides and other commodities. 
The field for profitable business for the 
banks in this line is large and it will 
probably be intensively cultivated dur- 
ing the coming year. Chairman Jones’ 
address also indicated that particular 
attention is to be given to a revival of 
real estate mortgage financing. Between 
these two projects there are prospects of 
considerably more cooperation between 
banks and the corporation, which is 
now reflected in better feeling among 
bankers toward the operations of the 
Government’s great credit pool. 
Developments in matters of interest 
to banking as reflected in discussions 
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in the Convention are likely to be as 
important in the next few months 
outside of the legislative field as within 
it. In the matter of bank examinations, 
for example, it has been found impossi- 
ble to bring about changes which would 
strengthen public confidence in banks 
by the cooperation of examiners repre- 
senting, respectively, national banks, 
state banks, clearinghouses, the Federal 
Reserve and the F.D.I.C. Now this 
proposition is receiving the serious 
attention of the Federal authorities 
and it is probable that some new uni- 
form and single system of examination 
will soon be worked out in extension of 
work along that line already under- 
taken under the supervision of the 
Treasury Department. The latter also 
is working out improvements in the 
proposed uniform system of examina- 
tions of trust departments in all banks 
along lines developed in the recent and 
previous Annual Conventions. 

There is also prospect that the next 
few months will witness developments 
in banking practice with respect to 
savings deposits, interest on time and 
savings accounts and all similar matters. 
Discussions at the Convention indicated 
a virtually universal demand for a more 
strict conduct of savings banks and 
savings departments in accord with 
basic principles of savings systems, 
especially as related to long time invest- 
ments as against deposits withdrawable 
practically on demand. Reform in this 
line is being insisted upon by state and 
national authorities. 

In Convention discussions it was 
pointed out that recent state and na- 
tional legislation regulating such mat- 
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ters has offered the bankers an oppor- 
tunity to make clear to their depositors 
the distinction necessary and stick to 
the rules designed for their protection. 
Bankers are showing an increasing dis- 
position to secure uniform practice in 
such lines by clearinghouse or other 
local action where legislation is insuffi- 
cient or lacking. 

Coupled with this movement there is 
increasing sentiment in favor of legisla- 
tion which will bring about a reduction 
in the interest rate required of banks 
for deposits of the postal savings sys- 
tem or a reduction in the rate of interest 
paid its despositors by that system, or 
both. There is a growing sentiment 
among bankers that the postal savings 
system is an obstacle to privately 
owned or mutually operated savings 
banks, that it no longer serves the 
purpose for which it was originally 
intended, in merely drawing in funds 
that otherwise would be hoarded, and 
that it is in fact unnecessary in view of 
the Federal deposit insurance system 
which covers accounts in all banks up 
to and beyond the limit of postal sav- 
ings accounts. Whether this feeling will 
become strong enough to be registered 
in Federal legislation in the near future 
is doubtful, but prevailing sentiment 
among bankers, expressed at the Con- 
vention and otherwise, indicates a prob- 
ability that the limit of an individual 
account in the Government’s system is 
more likely to be reduced to $1,000 
than raised to $5,000 as desired by the 
postal system authorities. 

There has been considerable clarifi- 
cation of the attitude of banks toward 
interest rates paid on deposits. As a 


BANKING 


| 
| 


result of facts brought out in a recent 
survey, @ summary of which was pre- 
sented at the Convention, it is more 
generally appreciated that, while inter- 
est rates on savings and time deposits 
are being generally lowered, they are, 
in many communities, still higher than 
is warranted by the amount which it is 
possible for banks to earn on the funds 
placed with them. 

The overwhelming majority of the 
banks feel that the readjustment of 
such interest rates is not a matter for 
further governmental regulation, al- 
though there is an articulate minority 
which dissents from this view. The 
weight of opinion is that the necessary 
changes can be made more efficiently 
through voluntary cooperation of the 
banks in each community, or through 
independent action by the leading banks 
in such community if cooperation is not 
possible at present. 

For this reason, it is probable that 
the work of attempting to organize the 
balance of the country into regional 
clearinghouse associations for common 
action on this and other banking prob- 
lems will be carried forward with in- 
creasing vigor in the future. 

One marked reaction to recent discus- 
sion of the relations of the banks to 
the Federal Government has been an 
increase of favorable sentiment on the 
part of the general public toward the 
banks. A strong revulsion from the 
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THE banking business has been subject to every 
imaginable criticism. It would be useless to deny 
that serious errors of judgment were committed 
during the feverish days of the boom period, but 
when the critical juncture came the overwhelming 
majority of bankers bravely took up the broken 
strands of the nation’s financial structure and ris- 
ing with undaunted courage went forward guided 
only by a sincere desire to do whatever was best for 
the welfare of the general public. 

I do not think there is in this country today any 
organization of business men more willing to patri- 
otically carry on and do its full share towards finding 
a wise and sound solution to the nation’s economic 
problem than the American Bankers Association. 

I do not mistrust the future. Dangers still lie in our 
path but we shall conquer them. Nor do I think the 
clouds are as black as they have been painted. I am 
certain that we have passed the worst of the storm. 

—RUDOLF S. HECHT 


feeling of hostility and mistrust en- 
gendered by political utterances and 
the banking crisis in the Spring of 1933 
has been developed in recent months 
due in large part to the public relations 
and customer relations committees of 
various state and national associations, 
but in the opinion of many officers 
of the latter it has required some defi- 
nite declaration from Washington to 
effect the desired complete change. 
That declaration from Washington has 
come. 

What this means to the banks may be 
appreciated from a review of the situa- 
tion previous to the Annual Convention. 
A canvass of the state associations 
through their secretaries as to the effect 
utterances from Washington have had 
upon public sentiment toward banks 
showed that 88 per cent of the associa- 
tions recognized at least some ill effect 
of such utterances, 46 per cent consid- 
ering the effect serious. 

Some of the comment was illuminat- 
ing. Une was: “Banking has had so 
much official razzing it will take some 
official action to undo the damage.” 
Another: “Not all bankers have be- 
haved—the result is that the politicians 
have picked the rotten eggs out of the 
basket and have sold them to the pub- 
lic.” Still another: “The utterances 
made in Washington were traceable 
chiefly to politics. Washington reflects 
popular feeling better than any other 


point in America. The feeling towards 
bankers in Washington reflected the 
same feeling back home. For that 
feeling bankers themselves were largely 
responsible.” Finally, this statement: 
“We have had nothing but contempt 
and calumny heaped upon us. There is 
justification for prosecuting bankers 
who violate laws—but none at all for 
a pillorying of all bankers and banks.” 

Such a situation, naturally, brought 
about a defensive attitude on the part 
of the banks which was scarcely called 
for by the position of most of them— 
certainly not by the position of repre- 
sentative institutions. It is significant 
that, in working out of this defensive 
attitude, bankers have shown a disposi- 
tion to change their “customer rela- 
tions” activity into “public relations”. 

In the canvass of state associations 
above referred to, 57 per cent of the 
associations, previous to the Conven- 
tion, reported a better feeling toward 
the banks than had previously existed, 
26 per cent reported the public attitude 
no better, while 18 per cent were unable 
to observe any marked improvement. 
There is no doubt that events during the 
Convention have changed this situation 
very materially. Public utterances in 
Washington, presidential and otherwise, 
have placed the banks of the country in 
a truer and more favorable light and 
work of bankers in their public relations 
is rapidly improving the situation. 
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Association Appointments 


sections of the United States and 

all classes and sizes of banking 
institutions will take part in the various 
working bodies of the American Bank- 
ers Association for the coming Associa- 
tion year, it is shown in an announce- 
ment of appointments made public 
by President Rudolf S. Hecht, chair- 
man, Hibernia National Bank, New 
Orleans, Louisiana, covering members 
at large of the Executive Council and 
of the five commissions and 13 gen- 
eral Association committees, and vice- 
presidents for territories and foreign 
countries. 

The 12 members at large of the Ex- 
ecutive Council as announced by Mr. 
Hecht are as follows: 

E. G. Bennett, president, First Se- 
curity Bank of Idaho, Boise; Eugene R. 
Black, Governor, Federal Reserve Bank 
of Atlanta; W. C. Bowman, president, 
First National Bank, Montgomery, 
Alabama; E. E. Brown, president, 
First National Bank, Chicago; Walter 
J. Cummings, chairman of the board, 
Continental Illinois National Bank & 
Trust Company, Chicago; Guy Emer- 
son, vice-president, Bankers Trust 
Company, New York; Thomas C. 
Hennings, vice-president, Mercantile- 
Commerce Bank & Trust Company, 
St. Louis; Henry R. Kinsey, vice- 
president, Williamsburgh Savings 
Bank, Brooklyn, N. Y.; W. R. More- 
house, vice-president, Security-First 
National Bank, Los Angeles; James H. 
Perkins, president, City Bank Farmers 
Trust Company, New York; Ronald 
Ransom, executive vice-president, Ful- 
ton National Bank, Atlanta; R. G. 
Stockton, vice-president, Wachovia 
Bank & Trust Company, Winston- 
Salem, North Carolina. 

The chairmen of commissions are as 
follows: 

Agricultural, H. Lane Young, execu- 
tive manager, Citizens & Southern Na- 
tional Bank, Atlanta, chairman; Bank 
Management, Orval W. Adams, vice- 
president, Utah State National Bank, 
Salt Lake City, chairman; P. D. Hous- 
ton, chairman of the board, American 
National Bank, Nashville, vice-chair- 
man. Commerce and Marine, Fred I. 


44 


representative of all 


Kent, director, Bankers Trust Com- 
pany, New York, chairman. Economic 
Policy, Leonard P. Ayres, vice-presi- 
dent, Cleveland Trust Company, Cleve- 
land, chairman. Public Education, John 
H. Puelicher, president, Marshall & 
Ilsley Bank, Milwaukee, chairman. 

The chairmen of committees are: 

Administrative, Rudolf S. Hecht, 
chairman of the board, Hibernia Na- 
tional Bank, New Orleans, chairman. 
Banking Code, Abner J. Stilwell, vice- 
president, Continental Illinois Nationa] 
Bank & Trust Company, Chicago, 
chairman. Banking Studies, Tom K. 
Smith, president, Boatmen’s National 
Bank, St. Louis, chairman; Francis 
Marion Law, president, First National 
Bank, Houston, vice-chairman. Bank- 
ruptcy, M. R. Sturtevant, vice-presi- 
dent, First National Bank, St. Louis, 
chairman. Export-Import Bank Advis- 
ory Committee, Robert F. Maddox, 
director, First National Bank, Atlanta, 
chairman; Joseph C. Rovensky, vice- 
president, Chase National Bank, New 
York, vice-chairman; Fred I. Kent, 
director, Bankers Trust Company, 
New York, chief consultant. 

Federal Legislation and Federal Leg- 
islative Council, Ronald Ransom, exec- 
utive vice-president, Fulton National 
Bank, Atlanta, chairman. Finance, 
Robert V. Fleming, president, Riggs 
National Bank, Washington, chairman. 
Foundation Trustees, John H. Puelicher, 
president, Marshall & Ilsley Bank, 
Milwaukee, chairman. Insurance, W. F. 
Keyser, secretary, Missouri Bankers 
Association, Sedalia, chairman. Mem- 
bership, E. N. Van Horne, president, 
Continental National Bank, Lincoln, 
Nebraska, chairman. Special Committee 
on Section 5219 U. S. Revised Statutes, 
Charles P. Blinn, Jr., vice-president, 
Philadelphia National Bank, Phila- 
delphia, chairman. State Legislation 
and State Legislative Council, A. T. 
Hibbard, president, Union Bank & 
Trust Company, Helena, Montana, 
chairman. Taxation, Robertson Gris- 
wold, vice-president, Maryland Trust 
Company, Baltimore, chairman. 

Vice-presidents for territories and 
foreign countries: Alaska, A. E. Lathrop, 
president, First Bank of Cordova. 


Hawaii, J. Waterhouse, president, Bishop 
National Bank, Honolulu. Philippine 
Islands, P. J. Campos, president, Bank 
of the Philippine Islands, Manila. Can- 
ada, Sir Herbert S. Holt, president, 
Royal Bank of Canada, Montreal. 
China, Frank J. Raven, president, 
American Oriental Banking Corpora- 
tion, Shanghai. Cuba, J. G. Carriker, 
vice-president and manager, First Na- 
tional Bank of Boston, Havana. England, 
G. Pagnamenta, manager, Bankers 
Trust Company, London, E. C. 2. Isle 
of Pines, Robert I. Wall, president, 
National Bank & Trust Company, 
Nueva Gerona. Mexico, Luis G. Lego- 
retta, sub. manager, Banco Nacional de 
Mexico, Mexico City. 

Besides Chairman Maddox, members 
of the Export-Import Bank Advisory 
Committee are: 

Joseph C. Rovensky, vice-president, 
Chase National Bank, New York City; 
Fred I. Kent, director, Bankers Trust 
Company, New York City, who will be 
chief consultant; W. Espey Albig, 
Deputy Manager of the Association; 
Charles E. Spencer, Jr., vice-president, 
First National Bank, Boston; Stephen 
E. Ruth, vice-president, Philadelphia 
National Bank, Philadelphia; Victor 
Usher, manager foreign department, 
Mellon National Bank, Pittsburgh; 
William H. Gideon, vice-president, 
Union Trust Company of Maryland, 
Baltimore; Harry Salinger, vice-presi- 
dent, First National Bank of Chicago; 
W. F. Gephart, vice-president, First Na- 
tional Bank in St. Louis; J. G. Byam, 
vice-president, First National Bank and 
Trust Company, Minneapolis; Jo Zach 
Miller III, vice-president, Commerce 
Trust Company, Kansas City, Mis- 
souri; A. D. Simpson, vice-president, 
National Bank of Commerce, Houston, 
Texas; and J. S. Curran, vice-president, 
Anglo-California National Bank, San 
Francisco. 

These officers of the Association are 
ex-officio members: President Hecht, 
First Vice-President Robert V. Flem- 
ing, president, Riggs National Bank, 
Washington, D. C.; Second Vice-Presi- 
dent Tom K. Smith, president, The 
Boatmen’s National Bank, St. Louis; 
Executive Manager F. N. Shepherd. 
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ndebtedness approximated 23.8 billion 


Germany Defaults 


a direct and indirect war liability of 

132 billion gold marks upon Ger- 
many. Hers became the duty of shoul- 
dering an annual payment of about 
$750,000,000 in reparations. 

In the course of an unusual chain of 
events, including the Ruhr occupation, 
the Dawes Plan, the Young Plan and 
the Hoover moratorium, the payments 
were successively postponed and scaled 


[: May 1921 the Allied powers fixed 


down. Finally, at Lausanne in July 
1932 the Allies liquidated all repara- 
tions claims for the consideration of a 
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lump payment of 3 billion reichsmarks 
before 1947. 

Today the Reich still finds herself a 
heavily burdened debtor and again 
pleads inability to meet her foreign debt 
charges. 

In closing the reparations chapter the 
Lausanne conference did not provide 
for the many liabilities incurred by 
Germany during her “reconstruction” 
period. Between 1924 and 1930 foreign 
funds totaling 18.2 billion reichsmarks 
flowed into Germany, and in July 1931 
her total external long and short term 
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The world depression stopped Ger- 
man borrowing. Confidence waned, 
short term credit fled, and there fol- 
lowed a series of German exchange 
regulations, protective import restric- 
tions, debt service postponements and 
defaults, and consequent trade reprisals 
and boycotts by retaliating nations. 

In the present situation a total Ger- 
man external indebtedness of some nine 
billion marks is in complete or partial 
default. 

The indebtedness is_ distributed 
among Reich bonds of the external 
Dawes Plan loan of 1924 and the 
Young Plan loan of 1930, various non- 
Reich obligations, and short term ad- 
vances by foreign banks to German 
financial institutions. 

An aggregate of $1,045,582,700 of the 
debt was floated in the American mar- 
ket as dollar bonds, of which $91,985,- 
000 were state and provincial, $75,- 
648,500 municipal, $725,799,300 cor- 
porate, $60,844,300 Dawes Plan, and 
$91,305,600 Young Plan securities. 

The short term credits, now esti- 
mated at $200,000,000, were frozen in 
1931 under a “standstill” agreement, 
which has since been _ successively 
renewed. 

Service on the different non-Reich 
obligations, including state, municipal 
and corporate bonds, was first limited 
in June 1933 to half cash and half 
scrip payments. The cash payments 
have subsequently been reduced and on 
May 29 last the Reichsbank announced 
a new offer whereby foreign coupon 
holders could either accept funding 
bonds equivalent in value to sur- 
rendered coupons, or cash payment of 
40 per cent of the nominal coupon value 
after a six-month wait. The latter op- 
tion was recently canceled. Notice of 
discontinuance of service in foreign 
exchange on (CONTINUED ON PAGE 73) 
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Savings Deposits and Depositors 


AVINGS deposited in banks through 
savings accounts and time certifi- 
cates of deposit as of June 30, 1934, 

gained 3.5 per cent during the past 
year. In figures, the aggregate is an in- 
crease over last year of $742,132,000, 
the first since the year which closed 
June 30, 1930. This is a notable achieve- 
ment, for the decline since 1930 had 
been precipitate and all-embracing. In 
that year savings had reached the all- 
time high of $28,478,631,000 or 56 per 
cent of the total individual deposits. A 
year ago the amount was $21,125,- 
534,000, a loss in three years of $7,353,- 
097,000. This year the figure stands at 
$21,867,666,000, an advance over last 
year, but a recession of $6,610,965,000, 
or 23.2 per cent, from the high mark of 
1930. To find an equivalent figure it is 
necessary to go back ten years when 
the total volume of savings stood at 
$21,188,734,000. 

Depositors, too, have gained in num- 
ber, going from 39,262,442 a year ago 
to 39,562,174 this year, a gain of 299,- 
732, in comparison with an estimated 
increase in population of 732,000. Four 
years ago there were 52,729,432 deposi- 
tors, or one depositor for each 2.3 
persons in the country. Now there is 
one account for each 3.2 persons. The 
realization of a loss of over 13,000,000 
depositors in the face of a population in- 
crease over the four years of 3,650,000 
indicates dramatically the price in fear, 
despair, poverty, wrecked ambitions, 
loss of creature comforts and cultural 
opportunities exacted by the demorali- 
zation in business and industry during 
the past five years. 

Normal conditions have not contin- 
ued for a sufficiently long period of time 
to enable an estimate to be made as to 
what part of the gain in deposits and 
depositors comes from greater earnings 
and what part can be attributed to 
better feeling on the part of people con- 
cerning the stability of banks. 
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By W. ESPEY ALBIG 


Deputy Manager, American Bankers As- 
sociation, and Secretary, Savings Division 


The increase in individual deposits 
during the past year was notable. The 
high point was reached in 1928 with 
deposits of more than $51,000,000,000. 
The volume declined rapidly until a 
year ago, when it stood at $35,546,407,- 
000. This year it again started its up- 
ward climb and reached the sum of 
$38,098,883,000, a gain of $2,552,476,000 
or 7.2 per cent over a year ago. The 
rapid rise in individual deposits was not 
reflected by a gain in savings deposits; 
the gain appeared on the side of com- 
mercial deposits. In consequence, sav- 
ings deposits comprise 57 per cent of 
individual deposits as against 59 per 
cent a year ago and 56 per cent in 1928. 
Apparently the necessity confronting 
many persons of living on their reserves 
prevented an increase in savings depos- 
its comparable to that in individual 
deposits. 


THE VITALITY OF SAVINGS 


TO find a figure of similar size in indi- 
vidual deposits in recent banking his- 
tory it is necessary to go back to 1922 
and 1923. During those two years indi- 
vidual deposits were mounting rapidly. 
In 1922 they stood in excess of $36,000,- 
000,000. A year later they were almost 
$40,500,000,000. 

Demand deposits, which reached in 
1927 the high total of $23,015,328,000 
and last year ebbed to $14,420,873,000, 
this year had a decided upturn, amount- 
ing as of June 30 to $16,231,217,000. 

The vitality of savings has proved 
truly remarkable. When a year ago it 
was disclosed that the gain in savings 
of nine years had been wiped out in 
three, there were those who said that in 
this era of plenty, savings were no longer 
an important factor, that they were un- 
necessary. Yet, 12 months of stable 
banking conditions, a slight upturn in 
industry and greater employment have 
been reflected in increased savings. An- 
other factor in the upturn of savings is 


the disbursements made through the 
various governmental agencies. For a 
number of months these expenditures 
have been ranging well above $100,000,000. 

It is not feasible for anyone to claim 
that the increase in savings arises from 
a flow of investment money or commer- 
cial funds into savings totals. The Bank- 
ing Act of 1933 is so stringent and has 
been so carefully observed both on the 
part of bankers and bank examiners 
that the amount of commercial or in- 
vestment money in the savings business 
can be regarded as negligible. It is 
doubtful that there ever was any great 
amount of commercial money in savings. 
Investment money naturally found 
temporary location in savings and it 
will continue to do so. 

The Banking Act of 1933 regards 
funds accumulated for thrift purposes 
as coming within the scope of savings. 
Funds designed for thrift purposes in 
time reach investment proportions. 
Thrift accumulations naturally vary in 
amount in the hands of the millions of 
savings depositors. Not having knowl- 
edge of investments, many of them de- 
posit their money in savings expecting 
the bankers to do for them what they 
are not able to do for themselves. 

A year ago every state in the United 
States with the exception of Utah 
showed a loss in savings per inhabitant 
over the preceding year. Many of them 
showed a loss in savings per inhabitant 
over the 10-year period. The past year 
has witnessed a great change. In New 
England only three states show a loss 
per inhabitant over a year ago; the mid- 
dle Atlantic states, none; the southern 
states, two; the east central states, four; 
the west central states, five; the Pacific 
states, two. 

In New England savings deposited in 
banks begin again to assume their 
status of three years ago (1931). In that 
year all the states except Vermont 
showed a gain. Last year they all showed 
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a decline. In the present year, Maine, 
New Hampshire and Connecticut in- 
creased the volume of savings per in- 
habitant. Savings depositors in Maine 
were heavy losers during the two pre- 
ceding years, the volume per inhabitant 
declining from $408 in 1931 to $271 two 
years later. This year the gain is em- 
phatic, being $14 per inhabitant. 

The middle Atlantic area took the 
brunt of the depression well, for this 
group increased by $246,382,000 the 
savings total reached a year ago. It now 
stands at $10,649,312,000, a gain in 
savings per inhabitant of 1.7 per cent, 
the one section in which no state regis- 
ters a loss. 

New York in itself has more savings 
deposits than any other state or any 
geographical group outside of the mid- 
dle Atlantic states. Its present total 
reaches $6,796,773,000, 31 per cent of 
the savings in banks of the whole country. 

New Jersey, which carries about 
three-fourths of her deposits in savings, 
showed no change during the year. 
Pennsylvania, despite the low operation 
of her industries and the sick condition 
of coal, increased in savings by 6.8 per 
cent; the District of Columbia, 9.5 per 
cent; Delaware, 1.9 per cent; and Mary- 
land, 2.5 per cent. All the states of this 
section a year ago showed losses, rang- 
ing from 1.5 per cent for Delaware to 
29.1 per cent for the District of Colum- 
bia. New York last year showed a loss 
of 9.1 per cent and this year a gain of 
.2 per cent. 

It is not possible to know all the fac- 
tors which entered into this gain. There 
has been, of course, renewed confidence 
in banks. Consumer goods industries 
were stable throughout the year. Capital 
goods industries were materially busier 
than in the preceding year. The number 
of wage earners was larger and greater 
sums were distributed in payrolls. The 
textile and chemical industries were 
more nearly normal. Since 1930 the per 
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inhabitant savings of New York have 
fallen from $603 to $520; New Jersey, 
$346 to $265; Pennsylvania, $287 to 
$220; District of Columbia, $215 to 
$186; Delaware, $264 to $263; Mary- 
land, $314 to $244. 

All the states of this group rank high 
in the amount of savings per inhabitant. 
They follow closely the trend of New 
England, and for similar reasons. 

Rainfall is generous; much of the land 
is productive. Industry is diversified 
and extensive. No section is far re- 
moved from land and water transpor- 
tation. New York has one of the two 
ports on the Atlantic coast which ac- 
commodate vessels with a draught of 40 
feet. To seaports in this area come car- 
goes for overseas transportation from 
sections much farther west. 


MIDDLE ATLANTIC THRIFT 


THE advantageous and strategic loca- 
tion of the middle Atlantic states from 
the viewpoint of industry and commerce 
explains why the banks have almost 50 
per cent of all the individual deposits in 
banks in the United States. Take away 
from the United States total that of 
North Dakota, South Dakota, Mon- 
tana or Utah and the banks of the mid- 
dle Atlantic states can match dollar for 
dollar all the individual deposits in all 
the banks in the rest of the states. It 
might naturally be expected that the 
great attention given commercial busi- 
ness in this area would militate against 
savings. However, only in the District 
of Columbia is there less than 50 per 
cent of the deposits in savings. 

In 1930 there were about 20,500,000 
savings depositors in the banks of this 
area. The decline of more than three 
million, or 15 per cent in four years, 
gives cause for concern. The social sig- 
nificance of this loss is augmented by 
the consideration that during these four 
years the population of the middle At- 
lantic states increased by 883,000. 


10,000,000 


The southern states show a definite 
gain over last year. With two excep- 
tions, Florida and Louisiana, all the 
states of the group show an increase, 
ranging from $8 per inhabitant in Ten- 
nessee, to Georgia which barely escaped 
a loss. South Carolina registered a gain 
per inhabitant of 25 per cent, followed 
closely by Tennessee with 21.6 per cent 
and North Carolina with more than 
17 per cent. The gain of the whole area 
is 5.7 per cent. It increased its volume 
of savings from $1,189,785,000 to 
$1,245,385,000, or $55,600,000. 

The growth of individual deposits 
during the year, from $2,525,727,000 to 
$2,842,827,000, or over $317,000,000, of 
which less than one-fifth were savings, 
indicates the increase of commercial 
activity. This, in turn, is a herald of 
increased savings deposits. 

The changes brought about in a 
year have been dramatic. The loss of 
40 per cent in savings per inhabitant 
in South Carolina last year is replaced 
by a gain this year of 25 per cent. The 
decline of 19 per cent in North Caro- 
lina is countered by a gain this year of 
17.6 per cent. Tennessee, just a year 
ago, had fallen off almost 23 per cent, 
but this year enjoyed a rebound of al- 
most 22 per cent. In every state save 
one the gain in savings per inhabitant 
over 1914 has been pronounced, ranging 
all the way from 22.4 per cent in West 
Virginia to 210.7 per cent in Virginia, 
225 per cent in Mississippi, 250 per cent 
in Arkansas and 262.5 per cent in Texas. 

In increasing the volume of savings 
in one year from $2,866,050,000 to $3,- 
184,218,000, or 9.6 per cent per inhabi- 
tant, the east central states achieve the 
position of the greatest gain per in- 
habitant of any group in the entire 
country. A year ago every state in the 
group showed a loss, ranging from about 
21 per cent to about 67 per cent. This 
year four states in the group show gains 
and four show losses. Michigan, which 
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registered a recession of almost 67 per 
cent a year ago, increased its savings by 
64.8 per cent this year. Indiana, like- 
wise, turned a per inhabitant loss of 38 
per cent last year into a 24.4 per cent 
increase this year. The savings of no 
group in the whole country had suffered 
more severely than this. In 1930 savings 
deposits in banks, including time depos- 
its, stood slightly in excess of $6,000,- 
000,000. A year ago this sum had shrunk 
to slightly more than $2,800,000,000, a 
loss of $3,200,000,000, or 53 per cent. 
The per inhabitant increase during the 
year of 9.6 per cent brings it again above 
the three billion dollar mark. 

Not only did this area suffer in de- 
posits but also in number of depositors. 
They declined from 14,400,000 in 1930 to 
7,849,000 this year, a loss of 6,551,000 
or 45 per cent. So rich is this area in 
farm land, in minerals, in industries and 
in the tradition of savings that recovery 
will likely be rapid. 
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Already in 1929 savings in several of 
the west central states had declined, 
particularly in North Dakota, Nebraska 
and Kansas, yet the total volume for 
that year was $765,899,000. The high 
point had been reached in 1925 with a 
volume of almost $830,000,000. Since 
that time there has been a steady de- 
cline to the $427,441,000 of the present 
year. Thus in nine years the loss in the 
volume of savings was 48 per cent. 
Despite the continued unsatisfactory 
condition in this area as a whole, four 
states showed a gain in deposits during 
the past year, that of New Mexico being 
particularly notable, amounting to al- 
most 31 per cent, with Nebraska, Wy- 
oming and Colorado following in the 
order named. 

Most unusual conditions during part 
of the year prevailed in certain portions 
of this area. Two-thirds of Montana 
suffered from extreme drouth. The loss 
there could not be made up by the 
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prosperous condition of the western part 
of the territory. Other states suffered in 
like manner from one of the worst 
drouths ever experienced there. The 
livestock market has not been good. 
Coal production has been at ebb. The 
price of petroleum has been low with 
restriction of production. 

The number of savings depositors 
continues on the down-grade, being 
887,823 as against 1,412,494 in 1925, a 
loss of 37 per cent. The gain in individ- 
ual deposits in the west central states of 
$81,000,000 over a year ago is not re- 
flected in savings deposits. Resumption 
of industry, the absence of drouth and 
higher prices of both manufactured and 
agricultural products will be necessary 
before the inhabitants of the west cen- 
tral states can point their savings back 
toward the billion dollar mark. The 
discouraging feature, that of the drop- 
ping of savings per inhabitant in four 
states of this (CONTINUED ON PAGE 70) 
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Under every 
| banking condition — 
Recordak makes SAVINGS 


- 


RECORDAK 
ECONOMIES 


Fo Lr You r 19 3 5 Pr 00vVaAM Bookkeeping Department 
1g Savings of 3314% in labor, 
Y: 40% in machine equipment, 
EAR-END conferences—plans for 1935—wnow is the time 50% in stationery. 
to decide to install Recordak in your bank. Average savings, 
actually effected in hundreds of banks, are shown by depart- 
ments in the summary at the right. These economies are 
immediately effective. You’re not working against an invest- 
ment in equipment. Recordak is installed for a modest Filing Department 
monthly rental. Film costs are moderate. Savings up to 90% in storage 

Let Recordak’s tiny photographs, so easily and inexpen- space. 
sively made, save you time and money. At the same time build 
good-will for the bank through Recordak’s ability to repro- 
duce lost checks and statements for your customers. 

Write for the new portfolio of six folders that explain in detail, 
and by departments, just how Recordak can fit into your organization. 
Recordak Corporation, subsidiary of Eastman Kodak Company, 
350 Madison Avenue, New York City. 4 

ODE 


A 


Transit Department 


A saving of 40% in operating 
cost. 


Fraud Protection 
Real protection against vari- 
ous check frauds. Saving of 
registry and messenger fees. 


TWELVE RECORDAK OFFICES Sten Save with 


Recordak headquarters are in New York 
City. Branch offices are in Boston, Phila- RE¢ ORD AK 
delphia, Baltimore, Washington, Atlanta, a 


Pittsburgh, Chicago, Portland (Oregon), 


San Francisco, Los Angeles, Toronto. no bank too big ...no bank too small 
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Court Decisions 


A DIGEST BY THE LEGAL DEPARTMENT 


FRAzIER-LEMKE ACT 


EDERAL district judges are 

sharply divided as to the constitu- 

tionality of the Frazier-Lemke 
Farm Bankruptcy Act. Judge Luther B. 
Way of the Eastern District of Virginia 
agreed with Judge W. Calvin Chesnut 
of Baltimore in his decision in the Brad- 
ford and Compton cases, 7 Fed. Supp. 
665 and 676, noted in the October issue 
of BANKING, that the act is uncon- 
stitutional. In re Conquest. 

Judge Oliver B. Dickinson of the 
Eastern District of Pennsylvania ap- 
plied the principle that a trial court 
should in doubtful cases leave the con- 
stitutionality of statutes to appellate 
tribunals. In re Moore. 

Judge Charles I. Dawson of the 
Western District of Kentucky concluded 
with regret that the act is constitutional, 
while he considered such “legislation, 
in some of its provisions, unfair to 
creditors and unwise even as to farmer 
debtors’’. In re Radford. 

Judge John Foster Symes of Colorado 
has also upheld this legislation. 


Lire InsuRANCE Trust—REVOCATION 


A PROSPEROUS business man created a 
funded life insurance trust but was 
“reduced to penury”’ during the general 
business depression commencing in 
1929. Despite the absence of a revoca- 
tion clause, the court authorized the 
revocation of the trust in order that 
the trust assets might be used for “ press- 
ing family necessities’. Reuther v. 
Fidelity Union Trust Co., 172 Atl. 
(N. J.) 386. 


Monraty Lists or FEDERAL RESERVE 
MEMBERS 


A DEposITORY bank sent a check drawn 
upon a bank included in the last monthly 
list of Federal Reserve members to a 
Federal Reserve bank for collection. 
Seven days later the Reserve bank re- 
turned the check because the drawee 
was no longer a Reserve member, and 
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such drawee failed eleven days after the 
deposit, but before the item was pre- 
sented. The court held that the deposi- 
tory bank was not negligent: “to hold 
that it must make daily inquiry as to 
possible changes in membership of the 
Federal Reserve System would be im- 
posing too great a burden on a collecting 
bank.” Duparquet, Huot & Moneuse 
Co. v. Irving Trust Co., 271 N. Y. 
Supp. 672. 


Frre InsURANCE—MortTGAGEE CLAUSE 


NOTWITHSTANDING a mortgagee clause, 
a mortgagee has been denied recovery 
on a fire insurance policy where the 
requirement of sole and unconditional 
ownership of the insured premises was 
not met because of a second security 
deed not disclosed to the insurance 
company, although known to the mort- 
gagee [Mechanics’ Ins. Co. v. Goodwin, 
174 S. E. (Ga. App.) 160] and where the 
insured building was burned by the 
mortgagor. Carlile v. Home Mut. Ins. 
Ass’n, 254 N. W. (Iowa) 805. 


PievGE—OBLIGATIONS INCLUDED 


THE clause in a note given to a trust 
company, “to be held as collateral for 
loans made to” one maker does not 
include a loan to a partnership of which 
he is a member. A pledge “must be 
construed with some degree of strict- 
ness against the party preparing it”. 
New Bethlehem Trust Co. v. Spindler, 
172 Atl. (Pa.) 309. 


PLEDGE AND LIEN FoR Deposits 


Tue Federal Supreme Court held that 
a Georgia statute creating a lien on the 
assets of a depository of state funds 
applies to a national bank. “. . . a na- 
tional bank is subject to state law unless 
that law interferes with the purposes of 
its creation, or destroys its efficiency, 
or is in conflict with some paramount 
Federal law.” Lewis v. Fidelity & De- 
posit Co., 292 U.S. 559, 54 Sup. Ct. 848. 


FEDERAL District Judge Vaught of 
Oklahoma has held that statutory 
authority for a national bank to pledge 
assets for a public deposit includes 
authority to make the pledge not only 
directly to the depositor but also to 
indemnify a surety company giving a 
bond to secure the deposit. Haynes v. 
City of Woodward, 6 Fed. Supp. 270. 


WHILE a Federal statute authorizes a 
national bank to pledge its assets for 
deposits of receivers of insolvent na- 
tional banks, it may not make such a 
pledge for those of a state bank re- 
ceiver; his deposits represent “private 
funds”. Griffin v. Royall, 70 Fed. 
(2d) 103. 


THE supreme court of Florida denied 
the right of a banking institution to 
pledge assets to secure the savings or 
commercial account of a private de- 
positor. Leyvraz v. Johnson, 154 So. 
159. 


UnveR the South Carolina statute 
authorizing a banking institution to 
“receive on deposit moneys on such 
terms as may be agreed on with de- 
positors” a bank, ‘whether solvent or 
insolvent, may pledge its assets for the 
payment of a deposit made contem- 
poraneously with the agreement as to 
the pledge, or to secure a deposit placed 
in the bank after the making of the 
agreement to give security, pursuant to 
its terms, if there is no fraud or collusion 
in the transaction. There is no distinc- 
tion, either, between pledges to secure 
the payment of public and private 
funds...” Temple v. McKay, 174 
S. E. 23, 29. 


COLLECTION AGREEMENTS 


“THE wording of all deposit slips con- 
tains similar language, differing some- 
what in phraseology, perhaps, but all to 
the general effect that the depositor 
assumes all risk of collection of the 
items de- (CONTINUED ON PAGE 52) 
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Some of the 
Banks which have purchased. 


National Posting Machines 
during the past Nine Months 


HE list below gives an idea of the way banks 

everywhere are turning to National Posting 
Machines for the handling of savings and thrift 
accounts. 

As you will see by glancing over this list, all 
sections of the country are represented. Banks like 
the Bowery, which has used National Posting 
Machines for 11 years, are adding to their equip- 
ment. And dozens of others are installing National 


Posting Machines in their savings departments for 
the first time. 

If you have not yet seriously considered all that 
National Posting Machines will do for you, it will 
pay you to do so now. They will help you speed 
up service to depositors. And they will reduce as 
well as equalize the amount of work necessary 
both during and after banking hours. Ask our 
local representative for complete details. 


* 


Anglo-California National Bank, 


San Francisco, Calif. 


Arlington Five Cent Savings Bank, 


Arlington, Mass. 


Banca Commerciale Italiana Trust 


Company, New York, N. Y. 


Bank for Savings, New York, N. Y. 
Boston Five Cents Savings Bank, 


Boston, Mass. 


Bowery Savings Bank, New York, N. Y. 
Bristol County Savings Bank, 


Taunton, Mass. 


Brooklyn Savings Bank, Brooklyn, N. Y. 
Buffalo Savings Bank, Buffalo, N. Y. 
Chartered Trust & Executor Co., 


Toronto, Ont. 


Clinton Trust Company, Newark, N. J. 
Cortland Savings Bank, Cortland, N. Y. 
Cranford Trust Company, Cranford, N. J. 
Dunbar National Bank, New York, N. Y. 


East River Savings Bank, New York, N. Y. 


Eliot Savings Bank, Boston, Mass. 

Erie County Savings Bank, Buffalo, N. Y. 
Exchange Bank, Santa Rosa, Calif. 
Farmers and Merchants National Bank, 


Los Angeles, Calif. 


Fidelity Philadelphia Trust Company, 


Philadelphia, Pa. 


Fidelity Union Trust Co., Newark, N. J. 


First National Bank of Boston,Boston,Mass. 


First National Bank of Etna, Etna, Pa. 
First National Bank, Greensburgh, Pa. 
First National Bank, Pittsburgh, Pa. 
First National Bank, St. Paul, Minn. 
Flatbush Savings Bank, Brooklyn, N. Y. 
Forbes National Bank, Pittsburgh, Pa. 
Fulton Savings Bank, Fulton, N. Y. 


* 


Girard Trust Company, Philadelphia, Pa. 
Hazelwood Bank, Pittsburgh, Pa. 
Howard Savings Institution, Newark, N. Y. 
Huntington National Bank, Columbus, Ohio 
Jamaica Savings Bank, Jamaica, N. Y. 
Lincoln Savings Bank, Brooklyn, N. Y. 
Malden Savings Bank, Malden, Mass. 
Mellbank Corporation, Pittsburgh, Pa. 
Merchants National Bank, Mobile, Alabama 
Milwaukee Avenue National Bank, 
Chicago, Ill. 
National Bank of Commerce and Trust 
Company, Providence, R. I. 
National Bank of Middletown, 
Middletown, N. Y. 
National Bank of New Jersey, 
New Brunswick, N. J. 
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National Bank of Tulsa, Tulsa, Oklahoma 
National Central Bank, Baltimore, Maryland 
National City Bank, Brooklyn, N. Y. 
National City Bank of Troy, Troy, N. Y. 
National Marine Bank, Baltimore, Maryland 
National Savings Bank, Albany, N. Y. 
North River Savings Bank, New York, N.Y. 
North Side Deposit Bank, N. S., 
Pittsburgh, Pa. 
Oneida National Bank & Trust Co., 
Utica, N. Y. 
Passaic Park Trust Co., Passaic Park, N. J. 
Peoples Bank for 
ew Rochelle, N. Y. 
Peoples Savings Bank, Cedar Rapids, Iowa 
Prudential Savings Bank, Brooklyn, N.Y. 
Public National Bank and Trust Company, 
New York, N. Y. 
Schenectady Savings Bank, Schenectady,N. Y. 
Schenectady Trust Co., Schenectady, N. Y. 
Seattle Trust Company, Seattle, Wash. 
Security Trust Company, Wilmington, Del. 
South Boston Savings Bank 
South Boston, Mass. 
Suffolk Savings Bank for Seamen and 
Others, Boston, Mass. 
Third National Bank & Trust Co., 
Dayton, O. 
Union Dime Savings Bank, New York, N.Y. 
Washington Trust Company, Westerly, R. I. 
Western National Bank, Baltimore, Maryland 
Whitman Savings Bank, Whitman, Mass. 
Williamsburgh Savings Bank, 
Brooklyn, N. Y. 
Wilmington Trust Co., Wilmington, Del. 
Winters National Bank & Trust Co., 
Dayton, O. 
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(CONTINUED FROM PAGE 50) 
posited.” In re Canal Bank & Trust 
Co., 154 So. (La. App.) 498. The Legal 
Department advises the use of the 
standard form of collection agreement 
even in a state with the Bank Col- 
lection Code. 


Hover 1n Due Course THRouGH BANK 
MERGER 


A BANK acquiring a negotiable instru- 
ment without indorsement through the 
merger of another bank or the purchase 
of its assets, is not a holder in due 
course and is subject to defenses of the 
maker. Commercial Bank of Lafayette 
& Trust Co. v. Barry, 179 La. 684, 154 
So. 736. 


ACKNOWLEDGMENT BY CASHIER 


TERVIN v. Cordova State Bank, 154 
So. (Ala.) 561, suggests the danger in 
having a mortgage to a bank acknowl- 
edged by its cashier or other officer or 
stockholder in the absence of express 
statutory authorization. The American 
Bankers Association recommends state 
legislation permitting such acknowl- 
edgments. 


Dury To SELL COLLATERAL 


A BANK is under no legal duty to obey 
the instructions of a pledgor to sell the 
collateral, in the absence of an agree- 
ment to follow such instructions. Con- 
lew v. Newman, 240 App. Div. 511, 
270 N. Y. Supp. 695. 


“ SIGNATURE GUARANTEED” 


THE words “signature guaranteed”’ 
under a signature to an assignment of a 
stock certificate does not constitute a 
“guarantee of the genuineness of the 
signature” to the certificate itself. A 
stock exchange rule broadening the 
guaranty will not be expanded to cover 
transactions beyond its terms. Appen- 
zellar v. McCall, 150 Misc. 897, 270 
N. Y. Supp. 748. 


MERGER OF GUARANTEED BANK 


A successor bank was permitted to 
recover on a continuing guaranty given 
to a bank merged with it for credit 
extended after such merger. Bank of 
United States v. Glickman, 241 App. 
Div. 92, 271 N. Y. Supp. 90. 


Wiruprawat or Deposit Tro Pay 
Coupons OR CorPoraTE DiviDENDs 
A CORPORATION made a deposit with 
directions to pay coupons. Not all of 
them were presented. The court held 
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that the corporation or its receivers 
could withdraw the balance of the de- 
posit. It stated, however, that a deposit 
to pay corporate dividends creates a 
trust fund in favor of stockholders 
which the corporation cannot with- 
draw. Homan v. First Nat. Bank, 172 
Atl. (Pa.) 647. 


Execuror’s Fers—Loss 1n CARRYING ON 
Business By FIDUCIARY 


“Extraordinary fees are allowed an 
executor within the discretion of the 
probate court, and, unless and until 
an order is made, there is no obligation 
on the part of the estate to pay more 
than the statutory fees.” Where a will 
authorized the executor and _ testa- 
mentary trustee to carry on the testa- 
tor’s business, such fiduciary was held 
not chargeable with loss, in the absence 
of fraud. In re Guglielmi’s Estate, 31 
Pac. (2d) (Cal. App.) 1078. 


Fipeuity INSURANCE 


. ordinarily the knowledge of a 
bank’s cashier is imputed to” the bank, 
“but that rule does not apply in favor of 
the surety on a bank employee’s fidelity 
bond.” A bank loan through its presi- 
dent to his partners for the use of the 
firm, was held covered by a schedule 
fidelity bond although the president 
did not individually sign the note. 
Fidelity Deposit Company v. Mer- 
chants & Marine Bank, 154 So. (Miss.) 
260. 

Trustee oF Deep or Trust—M1sapp.i- 
CATION OF PAYMENTS 


First Nat. Bank & Trust Co. v. Vegel, 
254 N. W. (Wis.) 537 shows clearly that 
in trust deeds ‘“‘a great variety of con- 
tract relationships are set up” so that 
one judicial decision construing a trust 
deed is of little weight in the interpreta- 
tion of another with different provisions. 
The challenge to the draftsman of such 
an instrument is clear. In the particular 
case the bondholders were held not 
liable for the misapplication of pay- 
ments received by the trustee for their 
benefit. 


Bap Cunecks; Maticious ProsEcuTrion 


THE supreme court of Alabama held 
that the seller of goods did not become 
liable for malicious prosecution for in- 
stituting a criminal prosecution against 
the purchaser for giving a bad check 
which was dishonored, merely because 
prior to the institution of the proceed- 
ings the buyer had paid or offered to 
pay the dishonored check. 


“The inconvenience and expense of 
handling bad checks through banking 
accounts, the expense and inconven- 
ience of collecting bills from givers of 
bad checks, bills never intended by the 
seller to be incurred, as well as the haz- 
ard of loss of the goods, or their value, 
are among the evils against which 
the” bad check “statute is directed.” 
Elliott v. Caheen Bros., 153 So. 613. 


TAXATION OF BANK PREMISES 


“The fact that the bank building can 
only be used for that purpose does not 
justify a reduction” of its tax valuation. 
People v. Hunt, 241 App. Div. 261, 
271 N. Y. Supp. 842, 846. 


Bank STABILIZATION AGREEMENT 


The Wisconsin statute providing for 
bank stabilization agreements has been 
held valid. Such an agreement meeting 
the statutory requirements is binding 
on non-consenting depositors. Wausau 
Malt Products Co. v. Citizens’ State 
Bank, 254 N. W. (Wis.) 379. 


TRUSTEE AS CASHIER 


A CASHIER as trustee purchased an in- 
vestment from one who used the pro- 
ceeds to discharge a debt to the bank. 
“His duty to collect indebtedness due 
his bank was antagonistic to the duty 
he owed the trust estate. When he acted 
in such dual capacity, he subjected 
himself to criticism and suspicion.” In 
re McClung, 267 Mich. 309, 255 N. W. 
199. 


Bank Stock INVESTMENT BY FIDUCIARY 


A New York administrator has no au- 
thority to invest in bank stock even 
with the consent of the beneficiaries of 
the estate. Such investment renders 
him personally liable for assessments 
on the stock. An executor who exchanged 
stock on a bank merger also became li- 
ablefor assessments. Broderick v. Aaron, 
151 Misc. 516, 272 N. Y. Supp. 219. 


ConFuicTiInG Trust INTERESTS 


‘ 


‘. . . it might have been better pol- 
icy” for a trust company managing 
property for the owners to have refused 
to lend money to such owners on a 
trust mortgage. It “should have re- 
signed . . . aS managing trustee... 
before attempting to foreclose the 
mortgage.” It was its duty to the own- 
ers of the property to attempt to secure 
the benefit of the mortgage moratorium 
statute. Michigan Trust Co. v. Luton, 
255 N. W. (Mich.) 351. 
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.. not a polite request 
but a dangerous 
command 


Tue BANDITS whose operations have resulted in 


steadily increasing insurance rates for banks use keen 
minds in studying their prospects. 


Investigation shows that time after time they study care- 
fully the equipment and habits of a bank and employees 
before they make their attack. 


No one can say where the bandits will strike next but 
you can be almost certain that in the bank which they 
next attack they have discovered some weakness in the 
protective equipment. 


Adequate protection does much to “take the profit mo- 
tive out of banditry”. 


The York Safe and Lock Company, with over a half 
century of experience in building protective equipment, 
offers you the service of its representatives in analyzing 
your bank’s needs. 


Write us today and let a York engineer or representative 
analyze your problem and recommend a solution. 


Lory 


Bankers’ Day Raid Unit us 
President 


YORK SAFE AND LOCK CO. 


YORK, PENNSYLVANIA e 


MANUFACTURERS AND BUILDERS OF THE WORLD’S GREATEST VAULTS 


NEW YORK POTTSVILLE DETROIT HONOLULU 
BALTIMORE ST. LOUIS CLEVELAND pti 
SAN FRANCISCO WASHINGTON 
BOSTON HAVANA 
PHILADELPHIA NEW HAVEN LOS ANGELES pate 
HOUSTON PITTSBURGH 


CHICAGO MONTREAL 


« « FIRE AND BURGLAR PROOF SAFES AND CHESTS » » 
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York Day Raid Locker 


1500 


today, whose owners did not sub- 


scribe to this service a year ago! 


THESE building owners, you may be 
sure, had to watch every penny during 
the last year. They placed their eleva- 
tors under Otis Maintenance as an econ- 
omy measure. They could not afford to 
have elevator breakdowns. Could not 
afford to run the risk of tenant dis- 
satisfaction from having elevators on 
the sick list. Could not afford to take a 


chance on elevator service. 
Of course, Otis Maintenance covers 
everything that a building usually does 


for itself in the care of its elevators 


—such as regular examinations, 


ELEVATORS 
under OTIS MAINTENANCE, 


lubrication, adjustments, replacements, 
renewal of cables when needed, and all 
repairs. But more than that, it detects 
the approach of and prevents trouble! 
It aims to keep the whole apparatus 
from deteriorating and to preserve it in 


new condition. 


It costs no more —and often less 
to do this than it does to meet emergen- 
cies as they arise. Let us survey your 
elevator equipment and quote you a 


monthly rate for this complete service. 


OTIS ELEVATOR COMPANY 
BANKING 
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THE advantages of life insurance cash 


values as collateral have been brought 


forcibly to the minds of the bankers dur- 


ing the last few years because of the fact 
that such collateral is non-fluctuating 


in value, which value may always be 


readily ascertained. In the event this 
value is necessary for the liquidation 
of the loan, it is always payable to the 


assignee in cash. 


The banker should always bear in 


mind that a life insurance policy is non- 


negotiable and cannot be transferred 


by delivery. 


T seems to be universally agreed 
today by our courts that life insur- 
ance policies are assignable. The 

popularity of this type of collateral has 
become widespread during the last few 
years in this country, with the result 
that many problems regarding the use 
of cash values of life insurance as col- 
lateral have arisen in the minds of 
bankers and counsel for life insurance 
companies. In keeping with the lending 
policy of banks, it is desirable that an 
assignment of a life insurance policy 
shall contain something more than the 
right to receive the proceeds of the life 
insurance in the event of death prior to 
the maturity of the loan; there must be 
a present value available to the policy 
in the event of default of payment of 
interest or principal on the loan. 

Unlike the usual type of collateral 
found in loan departments of banks, the 
life insurance policy has no sale on an 
exchange similar to a stock exchange, 
nor is a market price obtainable. Fur- 
thermore, the banker should be very 
careful to inspect the provisions of each 
life insurance policy. Such inspection 
should be made by one who has a 
knowledge of life insurance law and 
practice in order to determine whether 
the title is clear and under what condi- 
tions the value could be obtained there- 
under. 

The banker must realize that the 
liquidation of such security as is evi- 
denced by a life insurance policy as 
collateral can be realized only through 
dealings with the insurance company 
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issuing the policy. It is always necessary 
for the bank as assignee to meet the 
requirements of the life insurance 
companies in respect to the assignments 
of their policies. These requirements of 
the life insurance companies are many 
and varied. Both the bank and the in- 
surance companies have made an honest 
effort to harmonize their respective 
points of view. 

From the standpoint of law, one of 
the unique features which the life insur- 
ance policy presents for thoughtful 
consideration as to procedure in the 
assignment thereof is the so-called 
third party, or beneficiary, whose inter- 
est is also pledged to a bank as assignee. 
Where such interest is security for the 
indebtedness of the insured to the bank, 
such third party beneficiary stands in 
the relation of a surety for the debt of 
the insured, because where the terms of 
the policy and the loan agree, creating a 
relationship thereby of creditor and 
debtor between the bank and the in- 
sured, and the policy requires the con- 
sent of the beneficiary in order that the 
insured may assign the policy, then the 
relationship between the beneficiary 
and the holder of the policy is that of a 
surety. Thus the consent of the bene- 
ficiary, the third party, in such cases 
must always be obtained. 

Care must be exercised by the bank 
as assignee that no changes are made in 
the contract between it and the insured 
that will be of such a legal nature as to 
discharge the property so pledged as 
security. For instance, it seems to be 


The Assignment 


of Life Insurance 


By BASIL S. COLLINS 


Assistant Vice-President, Old 
Colony Trust Company, Boston 


universally recognized that if the ma- 
turity date of the indebtedness is ex- 
tended without the consent of the third 
party beneficiary, the property so 
pledged by this third party beneficiary 
is released. Likewise, an increase in the 
indebtedness without the consent of the 
third party beneficiary would not 
secure to the creditor-assignee the in- 
terest of the third party beneficiary in 
the life insurance so assigned for the 
additional indebtedness. 

As a general rule, it seems agreed 
that any material changes in the con- 
tractual relationship brought about by 
the assignment between the insured and 
the bank as assignee will not bind the 
third party beneficiary as surety unless 
the consent of such third party thereto 
is obtained. Also, wherever the bank is 
holding security on the loan other than 
the assigned life insurance policy, it 
does not have the right, without the 
consent of the third party beneficiary, 
to release to the insured such other 
collateral as it may be holding without 
releasing the surety entirely or at least 
to the extent that the surety is injured 
thereby. 

The absolute form of assignment has 
been used as a matter of custom by 
most banks in effecting loans against the 
cash values of life insurance policies as 
collateral. The difficulty with this pro- 
cedure is that, although the assignment 
may be absolute in form, the relation of 
the debtor and creditor between the 
bank as assignee and the insured at least 
theoretically calls for the use of the 
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collateral form of assignment with the 
usual terminology, “as its interest may 
appear.” Thus, even though the assign- 
ments that have been used by banks are 
absolute in form, the beneficiary has in 
the past had very little difficulty in 
proving that the bank was merely 
holding the life insurance policies to 
cover the contingency that would arise 
in this relation between debtor and 
creditor upon the death of the insured, 
and that it was not the understanding 
of the third party beneficiary that the 
bank was to have the right to surrender 
the insurance to secure loans thereon, or 
change the policy otherwise. 

Always the bank has been faced with 
the situation that might develop in the 
event that it surrendered the policy of 
the insured and very shortly thereafter 
the insured died. The question involved 
then was that even though the bank as 
assignee secured a small cash value, the 
third party beneficiary by such action 
on the part of the bank as assignee had 
been deprived of a much larger amount, 
represented by the face value of the 
policy. Unfortunately these questions 
have usually had to be decided by 
juries. Another situation is presented 
where a policy is changed to a paid-up 
policy, which is always less than the 
face of the original policy. 

Again, where the bank as assignee 
has collateral other than a life insurance 
policy, which usually belongs abso- 
lutely to the debtor, the third party 
beneficiary of the life insurance policy 
might successfully force the bank to 
apply the other security to the satisfac- 
tion of the indebtedness before using the 
life insurance policy or its proceeds. 

One of the most important aspects of 
this technical subject is what disposition 
the bank as assignee would make of the 
surplus remaining in its hands after the 
satisfaction of the indebtedness where 
an absolute assignment form is exe- 
cuted by both the insured and bene- 
ficiary. In some sets of circumstances, 
assignment of the policy by the insured 
assigns the interest of an individual 
beneficiary, and in other types of poli- 
cies such assignment brings about a 
change of beneficiary to the insured’s 
estate. Thus it is highly important to 
the bank to have a definite understand- 
ing to whom such surplus should be 
paid. Great care should be exercised by 
the bank that it would not be required 
to make a second payment to some one 
whom the courts might later decide 
would be entitled to it. 

Of course, it is acknowledged that 
the best practice is for the bank to take 
an assignment of a complete policy, 
which would include the provisions 
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therein as to disability benefits, and 
agree in the assignment that arrange- 
ments would be made when, as and if 
the disability benefits become an oper- 
ative factor. 

The automatic premium loan clause 
should be left operative under the form 
of assignment to cover the contingency 
of the insured’s failing to pay the pre- 
mium when due or within the days of 
grace, thus preventing a lapse of the 
policy, and at any time while the policy 
is in force the bank as assignee should be 
in a position to require the insured to 
pay the back premium or premiums. 

The bank as assignee should always 
keep in its file in connection with each 
policy so assigned an acknowledgment 
from the insurance company that the 
assignment has been filed with it. 

If we are to assume that an assign- 
ment becomes effective immediately 
upon its execution and delivery, great 


Various Forms 


OME authorities suggest that 


care must be exercised by banks to be 
sure that a prior change of beneficiary, 
duly endorsed on the policy by the 
company at its home office, has become 
effective before the actual assignment is 
put into effect. Therefore, a change of 
beneficiary should be completed and 
notice to that effect received by the 
bank as assignee from the insurance 
company before the assignment is ex- 
ecuted by the necessary parties. 

The foregoing paragraphs give the 
reader some conception of the law in- 
volved in assignments of policies, but 
are certainly not intended as an all- 
inclusive thesis of the law on this sub- 
ject. It is very necessary for the banker 
to have an appreciation and under- 
standing of the delicate position in which 
the bank as assignee under a life insur- 
ance policy as collateral for a loan may 
find itself, under certain sets of cir- 
cumstances. 


of Assignment 


where the creditor has required 


insurance as collateral the best procedure is to give the creditor an 
absolute assignment of the policy, having the creditor, insured and 
beneficiary join in an agreement which defines the purpose of the 
assignment. In the case of the Phoenix Mutual Life Insurance Com- 
pany, for example, the assignment alone is filed with the company, not 
the three party agreement. That particular insurance company uses 
the form of assignment quoted below. Other forms are in use which 
have been generally agreed to by life insurance companies in conjunc- 


tion with banks. 


ABSOLUTE ASSIGNMENT 


For value received, each of the undersigned hereby assigns and 


transfers policy number 


» issued by the Phoenix Mutual 


Life Insurance Company of Hartford, Connecticut, on the life of 
and all right, title, and interest therein 


Bank, of 


sors or assigns. 


> its succes- 


Said insurance company is directed to permit said assignee, its suc- 
cessor or assigns, to exercise all privileges and options provided for in 
said policy, to receive all payments and benefits thereunder, and to 
exercise all other rights of absolute ownership in said policy. 


Dated at 


dersigned, appeared 


Beneficiary 


19.., before me, the un- 


personally known to me, and duly acknowledged the execution of the 


foregoing instrument. 


(Notarial Seal) 


Notary Public 


Insured 
On this.............. day of............. EE 
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COMMERCIAL BANKS...SAVINGS BANKS...TRUST COMPANIES 


---AND THE MORRIS PLAN 


We have previously defined The Morris 
Plan and outlined the way in which it 


supplements the services of other banks. 


We are not in the business of making 
short term loans of the usual commercial 
banking nature. 


We do not undertake the work of 
executors and trustees; we do not seek 
voluntary trusts, custodianships, or life 


insurance trusts. 


The mutual savings banks have mastered 


an investment technique which is exclu- 


sively their own. 


But we believe that in our own field of 
Industrial Banking the combined experi- 
ence of Morris Plan institutions from 
coast to coast gives us a definite advantage 
in serving the public economically and 


well. 


Commercial bankers of prominence have 
recognized that we fill a distinct need in 
the banking structure; one that stands on 


its own feet separate and apart from other 


forms of banking. To specialize in that 


particular field is our policy. 


THE 
MORRIS 
PLAN 


PLAN BANKERS ASSOCIATION 


with which is affiliated the Industrial Bankers Association, Inc. 


MORRIS 


15 East FAYETTE STREET BALTIMORE, MARYLAND 


This series of advertisements 
is sponsored by Morris Plan 
institutions in 89 cities. 
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Protective First Steps 


ANKS have a vital stake in the 
development of ways and means 
for ending the constant increase 

in rates for burglary, robbery and 
blanket bonds which have been the rule 
in recent years. 

The solution rests upon preventive 
measures—based upon the same effi- 
cient analysis and study which have 
made possible such substantial savings 
in the fire insurance field. Richard T. 
Wood, manager of the bank division 
of the American Surety Company, re- 
cently indicated the possibilities for 
substantial benefits to banks, as a result 
of cooperative measures between banks 
and underwriters, in an address before 
Pennsylvania bankers. 

While it is impossible to make a bank 
absolutely impregnable, there are cer- 
tain elementary steps which make the 
work of the bandit more hazardous and 
less likely to yield a profit. What these 
steps are was shown by a careful study 
of the robbery records of the American 
Surety Company, supplemented by 
evidence from the files of other under- 
writers. 

The first of these steps is to make 


more difficult the avenues of access to a 
bank. The second is to multiply the 
dangers confronting bandits by making 
quick robberies and getaways less 
probable. The third is to keep at abso- 
lute minimum the amount of cash and 
securities which can be seized without 
delays. The fourth is to throw safe- 
guards around the collection and de- 
livery of cash and securities. 

To meet the first three problems, ex- 
perience dictates the importance of 
keeping all doors in the banking quar- 
ters locked prior to opening for business 
and during the period from closing 
until all money and securities have 
been placed under time lock; the in- 
stallation of protective devices to delay 

“the bandit and to protect the lives of 
custodians of funds; the use of delayed 
time lock devices to safeguard all but 
the barely necessary counter cash. 

Collection and delivery hazards can 
be minimized by entrusting sums never 
in excess of $5,000 to single unprotected 
messengers, by making constant varia- 
tions in the time of their trips and 
routes; by the rotation of messengers 
and guards and the supervision by a 


Attorney General Cummings in his office at the new Department 
of Justice building in Washington 


designated officer of the despatching 
service. 

The survey of the insurance company 
brought to light cases where banks are, 
internally, splendidly protected, but 
where the messenger service was reck- 
lessly handled; other banks threw ample 
safeguards around messengers but left 
their banks wide open to attack. One 
bank depended on drawn curtains for 
its protection before banking hours. 
Another kept its safety deposit box keys 
in plain sight. 

By pointing out such obvious errors 
and by making recommendations to 
meet specific circumstances, the Ameri- 
can Surety Company has been able in 
the first six months of the current year 
to show decreases both in the number 
of robberies and the amount of average 
losses in those banks which it insures. 
Improvement was also shown in 1933 
over 1932. 

In his address before the Pennsyl- 
vania bankers Mr. Wood stated: 


“The willingness of bankers through- 
out the country to cooperate in improv- 
ing the risks has been splendid, al- 
though once in a while this cooperation 
is expressed in such picturesque lan- 
guage as: ‘We have a new burglary in- 
surance policy and note the regulations 
with respect to keeping the time lock 
in use in the daytime, which regulation 
we shall comply with—but with about 
the same degree of satisfaction as a 
mule eating briars.’ For the year 1933 
our experience on bank robbery and 
bankers blanket bonds showed an im- 
provement over 1932, although the loss 
ratio on both was non-permissive. For 
the first six months of 1934 we had the 
first permissive loss ratio on bank 
robbery since 1925 and the first per- 
missive loss ratio on bankers blanket 
bonds since 1929. For the same period 
the number of bank robbery losses and 
the amount of the average loss has also 
decreased. 

“No bank wants to suffer a loss. It 
would rather prevent than suffer the 
loss. If a loss is suffered, the amount 
may exceed the insurance carried, 
which would be costly to the bank. 
Even though a loss is fully covered, 
there is a charge for restoring the insur- 
ance. If no losses are suffered, the bank 
is not subject to these costs. The effect 
on the general public of any loss suffered 
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CRIME CONFERENCE 


William Stanley, assistant to the Attor- 

ney General, is in charge of plans for 

the Government-sponsored conference 

on crime to be held in Washington 
December 10-13 


by a bank also requires consideration. 
While the campaign is based principally 
upon loss prevention, the suggestions 
made are in line with good banking 
practices and may be of assistance to a 
bank in perfecting its methods of opera- 
tion. Rates follow experience so that 
with sufficient improvement in experi- 
ence an adjustment of rates must follow 
to your advantage. This is the campaign 
in which we are engaged and in which 
we ask your continued cooperation.” 
If, by the development of sound 
preventive methods, fire insurance com- 
panies in the last 30 years have been 
able to cut their rates from $1.20 to 75 
cents per hundred—through a period, 
incidentally, when casualty rates have 
constantly mounted—there is sound 
reason for believing that substantial 
savings can be made by the application 
of similar principles to the problem of 
protective insurance. Every banker can 
well afford to give attention to this 
subject, not only from the viewpoint of 
cutting his insurance costs but from the 
equally important standpoint of the 
interests of his customers and the public. 
Successful robberies supply financial 
means for the perpetration of other 
crimes of violence. They stimulate crim- 
inal thinking. When conducted against 
banks, they receive wide publicity of a 
highly deleterious nature. They in- 
crease the mortality hazards of every 
bank officer and every bank employee. 
Prevention is more important than the 
recovery of losses through insurance. 
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WHY THE FIRST WISCONSIN 
IS FIRST IN WISCONSIN .... 


The First Wisconsin 
National Bank serves 
2 out of 3 Milwaukee 
families and 8 out of 
every 10 banks in 
Wisconsin. It is the largest in this state, 
and one of the oldest. A nationally known insti- 


tution. In terms of facilities, resources, contacts 


and scope of service, the First Wisconsin is 
particularly qualified to meet the needs of other 
banks and business firms requiring efficient 


banking service in this important trade area. 


FIRST WISCONSIN 
NATIONAL BANK 
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OF MILWAUKEE 


Talk to the 
BURROUGHS MAN 
about Service Charges 


Ask him about 


POSTING AN ANALYSIS RECORD 


He will explain how the latest Burroughs Bookkeeping Machine 
provides a neat, complete analysis record as a by-product of the 
statement posting. This record furnishes all information neces- 
sary to compute any type of service charge. 


Ask him about 


FIGURING SERVICE CHARGES 


See how Burroughs Electric Calculator quickly and accurately 
figures service charges from either a pen-and-ink or a machine- 
posted analysis record, under any plan of computing the charge. 


Ask him about 


FIGURING FLOAT ON DEPOSITS 


For combining figuring float, counting items deposited and 
proving deposits, investigate Burroughs Desk Duplex Adding 
Machine. For figuring float as a separate operation, see Burroughs 
Electric Calculator. 


Ask him about 


RECORDING UNCOLLECTED FUNDS 


Learn how the latest Burroughs Bookkeeping Machine prints a 
record of uncollected funds directly on the customer’s ledger dur- 
ing the posting operation. This record is neat and legible and 
shows both due date and amount of uncollected funds credited. 


Call the local Burroughs office or mail the coupon. 


BURROUGHS ADDING MACHINE COMPANY, DETROIT, MICHIGAN. 
Please furnish detailed information about economical ways of handling the kind of work checked: 
(CJ Analysis Record (J Service Charges (C Float ( Uncollected Funds 
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IHE Federal Savings and Loan 

Insurance Corporation, by early 
November, had issued certificates of in- 
surance to 111 institutions in 27 states, 
thus affording protection for long 
term savings accounts up to $5,000. 

Under the law all Federal savings 
and loan associations must, and thrift 
associations operating on state charters 
may, apply for insurance. The Home 
Loan Bank Board, which made public 
the figures, said that many applications 
had been received from optionally 
insurable groups, including building 
and loan associations, codperative banks 
and homestead associations. 

Indiana headed the list of states 
from which applications had been ap- 
proved, having 12 to its credit. Texas, 
with nine, was second. There were 
seven each in Iowa, Minnesota and 
Wisconsin; six each in Arkansas, Illinois 
and Mississippi; five each in Kentucky, 
Florida, South Carolina and Tennessee; 
four in New York and Ohio; three in 
Louisiana, Missouri and Pennsylvania; 
two in North Carolina, Colorado, Cali- 
fornia and Washington; and one each 


Chairman Fahey of the H.O.L.C. has 
announced that the corporation will re- 
ceive no more applications for loans 
until further notice. Two billion dollars 
has been disbursed in refinancing 650,- 
000 home mortgages, and it is believed 
that no more than 400,000 pending ap- 
plications can be accommodated with 
the corporation’s remaining billion 
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Loan Association Insurance 


in Virginia, Alabama, Michigan, Kan- 
sas, Oklahoma and New Mexico. 

The Federal Savings and Loan In- 
surance Corporation, authorized by the 
National Housing Act of June 1934, 
is the Government’s agency for pro- 
tecting funds invested in thrift and 
home financing institutions. Its capital 
stock of $100,000,000 was all subscribed 
for by the H.O.L.C. 

The corporation undertakes to do 


"HE'S THE GUY 


half-dozen trucks drawn up at the 
side of the road. A circle of grim- 
faced men around two battling 
drivers. Battling over what? The dis- 
honor of their Company’s broken safety 
record! . For 18 months the company’s 
truck fleet had gone without accident. 
In a careless moment, this driver had 
plowed into another car. 


Maryland’s safety engineers know how 
to get these accident prevention cam- 
paigns into the blood of the men who 
drive and into the life habits of the 
workers at the factory bench. Mary- 
land Casualty Company spends nearly 
halfa million dollars year after year in 
accident it pays! 


Its 50 safety engineers are constantly in 
the field visiting the factories and plants 
of its insured, checking, advising, often 


that owt 


— —SOCK HIM!” 


for small investors in these associations 
what the Federal Deposit Insurance 
Corporation is doing for the small 
depositor in the banks. 

t “However,” said the Federal Home © 
Loan Bank Review in discussing the 
savings and loan corporations’ work, 
“as home financing institutions differ 
from banks in the type of service they 
render, so their plan of insurance pro- 
tection must differ.” 


Record. 


inventing safeguards for industry; then 
“selling” this safety to the workers, year 
in and year out. 


In the same effective way, the Inspec- 
tion and Engineering Department safe- 
uards the boilers and machinery of 
aryland’s industrial policyholders, 
while a nation-wide claim service as- 
sures intelligent and prompt handling 
of all claims. 


This, you will agree, is insurance service 
in its broadest aspect. The records ot 
hundreds of America’s leading indus- 
tries and thousands of individuals in- 
sured with the Maryland Casualty Com- 
pany prove that the Maryland plan pays 
them, too: pays in production gained; 
equipment preserved; life and limb 
saved; fewer interruptions in business 
routine, and in lower insurance costs. 


MARYLAND 
CASUALTY 


COM PANY 


CASUALTY INSURANCE 


SURETY BONDS 
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Services Once Free 


FEW years ago a Mississippi River 
ferry company raised its passen- 
ger tariff from 15 to 17 cents 

without advance notice. The patrons 
protested and finally indulged in a mild 
form of violence. 

People don’t go to war for two cents, 
but they will show indignation when 
they are convinced they are being im- 
posed upon. 

Bank depositors 


throughout _ this 


the Changing 


country have been protesting against 
overnight notice that what they have al- 
ways considered their privilege by invi- 
tation they now must pay for, and what 
they particularly dislike is that they are 
convinced their private money affairs 
are exposed to inquiring clerks who 
watch their daily financial performances 
with orders to soak them at every oppor- 
tunity. 

It was only a few short years ago, 


Years e 


GALLOWAY 


protect your property, protect your business, protect yourself with 
insurance or bonds in the Standard of Detroit ... an experienced, 
50-year old institution whose strong financial structure provides 
assurance that all fair claims, whether presented now or in years 
to come, will receive prompt and just attention. x More than 
a million people now enjoy the security of Standard’s protection. 
Over 136 millions of dollars have been paid on behalf of assureds. 


Write for enlarged mat print of this photograph, suitable for framing. No obligation. 


STANDARD ACCIDENT INSURANCE COMPANY 
of Detroit 


they will tell you with fire in the eye, 
that banks now demanding a fee to do 
business with them were sending out 
canvassers and giving away fountain 
pens, bridge lamps and roller coasters to 
get them to open a $5 bank account. 

To what extent the National Indus- 
trial Recovery Board agrees with these 
complainants is not clear in the public 
announcement that the Board has re- 
jected a proposed Code amendment 
which would impose certain service 
charges on bank accounts. Observers 
construe the action as an anti-price 
fixing gesture. 

Perhaps the Board realizes that no- 
body carries a small bank account from 
choice, and that instead of penalizing 
the depositor with limited funds, a bank 
could more nearly measure up to its 
community obligation by inaugurating 
a program of guidance especially de- 
signed to assist the small depositor. 

Nobody objects to a cover charge on 
rare evenings of frivolity provided the 
charge is not sprung as a surprise when 
the check is presented. 

The carrying of a bank balance is 
neither rare nor frivolous, and if a series 
of penalties is to be charged for having 
one, the depositor believes, first, that 
he is entitled to sufficient notice to al- 
low him to prepare for it, and, second, 
that all of the facts regarding his rela- 
tionship to his bank should be taken 
into consideration. 

When a customer appears at a bank 
to open a checking account with, say, 
$100, there are numerous expenses 
immediately involved. 

The hundred dollars is insured against 
theft by a burglar; it is insured against 
destruction by fire; it is insured against 


WE GIVE PREMIUMS 
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NATONAL STATE BANK 
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By J. ROBERT STOUT 


President of the North Jersey Trust 
Company, Ridgewood, New Jersey 


peculations by an employee; it is in- 
sured by the Federal Deposit Insurance 
Corporation. This is complete insurance 
coverage. The depositor is fully pro- 
tected and each item of protection has 
some expense attached. 

The next item of expense is the time 
required to open the account, and this 
also entails the expense of signature 
card, a bound book to record the transac- 
tion and a bound book of blank checks. 

There is a fixed investment expense 
of land, building, vaults, files and ma- 
chines; and the additional expenses of 
stationery, taxes, postage, telephone 
and labor all exact their share. 


ACTIVE OR INACTIVE? 


IF this $100 deposit is never checked 
against and no interest is paid on it, 
a profit to the bank is obvious, but if 
the balance is reduced to a sum less 
than $100 and if the average balance is 
so small that the amount is negligible, 
and if at the same time there is con- 
siderable activity in the account, the 
bank has no choice but to classify it 
as a deposit on which earnings are 
impossible. Obviously profits made 
on other accounts must be applied to 
the deficit on this particular account. 
From the common sense viewpoint 
of sound business an expensive relation- 
ship with one depositor at the expense 
of another is unfair. 

The innumerable facts surrounding 
the relationship between the bank and 
any particular customer are so varied, 
and an effort to make an equalizing 
analysis so difficult, that there is no 
conceivable plan by which deposits or 
depositors may be classified and judged 
or penalized as a class. The most sensi- 
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ble solution is a customer analysis based 
upon the actual profit or loss in the 
accumulated dealings with each cus- 
tomer. In those cases where a customer 
is merely using the bank’s facilities 
and abusing the privileges offered, the 
only course to pursue is to have a talk 
with the customer. And, unless the 
relationship can be adjusted to one of 
mutual satisfaction, it should be pointed 
out and the customer convincingly 
shown that there is no advantage to him 
or to the bank in continuing the un- 
satisfactory arrangement. 

The competitive nature of the bank- 
ing business since the days of Alexander 


Hamilton has encouraged the depositing 
public to accept much for little, or too 
much for nothing, and it is only the 
general economic pressure peculiar to 
these times that has plainly shown the 
banker, first, that the fault was his, 
and, second, that the remedy must be 
applied by him, through education. 
The depositing public has laid no dia- 
bolical plans to defeat the banking 
system; they have simply accepted 
what was offered. The responsibility 
now rests with the banker to remove 
the erroneous impression that there is 
either magic or mystery about the 
handling of the funds of the public. 


AS A 


PUBLIC UTILITY 
PROGRAM 


ARMERS want electricity. 
Someone has counted 140 ways 
in which electric power relieves 
the drudgery of farm work. Yet, 
only 25,000 farms have been elec- 
trified since 1931. More than three 
times that number were electrified 
in single previous years. Eighty- 
eight per cent of all farms are still 
without electric service from cen- 
tral plants. 
Utilities realize that farm elec- 
trification is one of their best fields 
forservice. Buttheir efforts 
in this direction have been 


hampered by their inabil- 


Associated Gas & Electric System 


Courtesy of Electricity on the Farm 


ity to raise money for rural line 
extensions. Increasing taxes, gov- 
ernment competition, and forced 
rate reductions so injure the credit 
of utilities that investors hesitate to 
put money into this industry. 

Farm electrification is of especial 
importance to areas served by the 
Associated System. Of 4,000 com- 
munities served, only 86 have more 
than 10,000 population. 


Have you read the discussion of utility 
security holders’ problems in the October 
Associated Magazine? Copies may still 
be obtained at 10c each from Associated 
Magazine, Inc., Ithaca, N. Y. 
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Foreign Trade’s Rough Road 


_ all nations are making ef- 
forts toward freer international 
trade, actual steps in that direction 
come more and more painfully. On op- 
posite sides of the globe are recent ex- 
amples. 

Germany has announced that she 
must barter at the favorable rate of 10 
to one in her purchases of American 
cars. In exceptional cases the rate may 
be five to one. One American auto- 


mobile concern with a plant in Belgium 
has been told it may send two cars into 
Germany annually. 

While the viewpoint of Dr. Hjalmar 
Schacht, Economic Minister, may be 
realistic enough as to Germany’s ability 
to export foreign exchange, the govern- 
ment’s rulings against American auto- 
mobile makers are causing serious 
backfire. Germans working for Ameri- 
can-operated auto concerns number well 


PROTECTOGRAPH 


BAKE 7 G3 Z25CIS 
SAFEST WAY TO WRITE CHECKS 


ODEL 33 offers Keyboard Operation; Forged Brass Type; Two-Color 
Ribbon Inking; Full-Stroke Mechanism; Individual Number or Name Prefix; 
Payee Name Shredder; Commas between millions and thousands; Automatic 


Ciphers. 


All these combine for greater Safety and Accuracy with 70% 


increase in Speed,—and safe, legible, fully inked amount lines at all times 
Ask the Todd man to demonstrate Model 33 


Sales and Service offices in all principal cities 


THE TODD COMPANY, Inc. 


The Protectograph * Check Signers 
Bank Books and Check Book Covers 


ROCHESTER, NEW YORK 


Greenbac Checks @ Super-Safety Checks 
Stationery and Bank Supplies 


over 20,000, including dealers and their 
employees. Some have already been dis- 
missed and more may follow. 

When the order was first promul- 
gated, an offer of barter was made to 
Germany at a two to one rate, which, 
the press stated, was “coldly” refused. 
It is believed that officials were dis- 
turbed over September automobile ex- 
ports, which dropped 13 per cent while 
imports increased 74 per cent. United 
States exports of cars and engines to 
Germany that month were valued at 
$19,889. The figure in June was 
$109,842. 

On the other side of the world, foreign 
business men, especially Americans, 
British and Dutch, are threatened by 
moves of the Manchukuo government 
to restrict or abolish foreign commerce 
in oil, tobacco and automobiles. Several 
weeks ago the first indication of a com- 
ing state monopoly in oil distribution 
brought diplomatic representations from 
the three countries most heavily in- 
volved. The representations were made 
to Japan, since her “puppet state”, 
Manchukuo, has not been recognized by 
any of the protesting powers. Japan 
neatly washed her hands of the matter 
by saying that the problem was a domes- 
tic matter for Manchukuo. It is known, 
however, that the Manchurian Oil Com- 
pany, which stands to benefit, is 40 per 
cent owned by the South Manchurian 
Railway, which is 50 per cent owned 
by the Japanese Government. 

There is little doubt that Japan’s in- 
terest lies in her navy’s defense program, 
to which foreign interests in such an im- 
portant resource as oil would be a seri- 
ous hindrance. This belief is borne out 
by the new oil law in Japan itself where 
foreign oil companies with plants in the 
empire must store a six months’ supply 
of oil, the sale price of which is to be set 
by the Japanese Government, which 
can also take over the supply at any 
time. 

Automobile troubles in Kwangtung 
Leased Territory were foreshadowed by 
one incident, among others, when an as- 
sembly plant in which there was an 
American interest was ordered to stop 
construction, ostensibly because the 
name of the plant was to contain the 
word for “imperial”. 

An amusing sidelight on all these re- 
strictions is that from Chicago markets 
recently came news that another agri- 
cultural commodity is being imported 
into the United States—a German type 
of millet being raised in Manchukuo. 
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Group Insurance 


EWING GALLOWAY 


A total of $196,000,000 in group life in- 
surance was bought during the first 
five months of 1934 


a of nearly 5,000,000 Amer- 
ican workers are protected by $8,- 
912,000,000 in group life insurance in 
the event of death of the wage-earning 
member. A report on “‘ Recent Develop- 
ments in Industrial Group Insurance”, 
published by the National Industrial 
Conference Board, shows that this in- 
surance is in effect in almost 30,000 
group contracts in which employees and 
employers cooperate. These workers are 
insured for an average of $1,828 each. 

More than 505,000 workers are pro- 
tected against accidental death and dis- 
memberment, with $744,000,000 of this 
type of insurance in force, an average 
of $1,473 per worker. Approximately 
1,229,000 employees are insured against 
sickness and accident to the extent of 
$16,000,000 in weekly benefits, averag- 
ing $13 weekly to each during the period 
of disability. 

Retirement income is assured to more 
than 200,000 workers through the me- 
dium of over 200 group annuity policies 
that provide monthly incomes after re- 
tirement totaling more than $8,000,000 
—$43.53 monthly, on the average, from 
retirement until the death of the insured. 
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Eight leading American life insurance 
companies that have sold a substantial 
part of the group insurance in force have 
furnished information to the Conference 
Board to the effect that group sales in 
1933 amounted to $344,000,000 of group 
life insurance, $97,000,000 of group ac- 
cidental death and dismemberment in- 
surance, almost $2,000,000 of weekly 
benefits in health and accident insurance 
and nearly $1,700,000 in monthly in- 
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comes in group annuities and pensions. 
During the first five months of 1934, 
however, group life insurance sales al- 
most doubled the amount sold during 
the same period last year. Sales of group 
annuities during 1933 were nearly 20 
per cent of the amount of all those poli- 
cies in force at the end of the year, while 
sales of group health and accident insur- 
ance were nearly 12 per cent of the total 
amount of such policies then in force. 


1934 


— seventy years 


of conservative experience 
under varying economic con- 
ditions, this bank has had 
continuing relations with 
correspondent banks in every 
section of the country. 


For nearly thirty years the 
Banks and Bankers Division 
has been the point of contact 
through which world-wide 
facilities have been available 
to correspondents. 


The First National 
Bank of Chicago 


Charter Number Eight 
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Realistic Views of Recovery 


HE realistic view of recovery char- 

acterizes business men’s discus- 

sions more than it has for some 
time past, if addresses before important 
gatherings are evidence. 

A year ago business men and bankers 
considered it their duty, if not their 
privilege, to fall in line with whatever 
plans happened to be favored by the po- 
litical authorities. They hesitated to 
criticize specific experiments without 


offering alternatives, and almost any 
alternatives offered on the part of busi- 
ness were treated with indifference. 
This year much of this feeling has 
passed—partly because the public itself 
has transferred its confidence back to 
business men and partly because the 
latter have found that they do have a 
plan to offer which has some chance of 
acceptance. What they have offered 
lately is a realistic approach to recovery. 


INVISIBLE ALLIES 


| lees but powerful allies go constantly with 


agents-of Pearl-American companies in their mis- 


sion of protection. Internationally recognized strength; 


coverage for all types of property insurance and con- 


structive attitude in settling claims are definite advan- 


tages to policy holders in these three outstanding 


companies. 


PEARL-AMERICAN FLEET 


PEARL ASSURANCE CO., LTD., UNITED STATES BRANCH 
EUREKA-SECURITY FIRE & MARINE INSURANCE CO. 
MONARCH FIRE INSURANCE COMPANY 


GENERAL OFFICES: 
4300 EUCLID AVENUE, CLEVELAND, OHIO 


Recent gatherings of business men 
where this outlook has prevailed were 
meetings of the United States Building 
and Loan League, the Robert Morris 
Associates and the Investment Bankers 
Association. 


Building and 
Loan League 


HEN Philip Lieber, outgoing presi- 

dent of the United States Building 
and Loan League, spoke at the League’s 
New Orleans convention recently he 
stressed repayment of debts by able 
borrowers as a prerequisite to recovery. 
He stated that one healthy sign at pres- 
ent is that the indebtedness of borrow- 
ers to building and loan associations has 
been reduced between a fourth and a 
third during the five depression years. 

“Tt is to be regretted,” said Mr. 
Lieber, “‘that there presently exists in 
this country a sharp division between 
debtor and creditor classes. It can be 
reasonably said that the forgotten man 
is really the one who still has an equity 
in an insurance policy, a bank account 
or a building and loan association 
share.” 

Mr. Lieber pointed out to the League 
that reeducating people in the sanctity 
of contracts will be a real problem. 

“To bring back a normal condition in 
the business operations of this coun- 
try,” the speaker said, “the Federal 
Government as well as state govern- 
ments should begin to enact legislation 
to require that those able to pay debts 
should be forced to pay them. Hardly 
are various stimuli applied for the pur- 
pose of hastening the activities of so- 
called lethargic financial institutions 
when throughout the country legisla- 
tures are called into special session for 
scores of different kinds of relief. There 
is no stability or certainty as to the 
attitude of government toward con- 
tracts.” 

Mr. Lieber voiced the belief that new 
construction standards will result from 
the longer term financing of home build- 
ing. Better workmanship and materials 
will be required where the people’s 
money is to be invested, and the Gov- 
ernment itself will undoubtedly set up 
minimum construction requirements in 
its housing developments. 

Morton Bodfish, executive vice-presi- 
dent of the League, referred to a mes- 
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sage from President Roosevelt, who ex- 
pressed the hope that private finance 
might soon “relieve the Federal Gov- 
ernment of a task which it was forced to 
assume during the emergency, but 
which properly belongs in the hands of 
private enterprise and initiative, now 
that the crisis is being met.” 


Investment 
Bankers 


R. EDWIN W. KEMMERER, in 
terms that some commentators 
viewed as “pessimistic”’, predicted that 
this country’s immediate prospect is for 
continued low profits, higher prices and 
higher interest rates. The Princeton 
economist was speaking before the In- 
vestment Bankers Association at White 
Sulphur Springs, West Virginia. 
Because of the present state of busi- 
ness uncertainty, Dr. Kemmerer stated, 
“it follows that the cautious investor, 
instead of lending money now for the 
purchase of bonds, should use his money 
for the purchase of durable commodi- 
ties, real estate and corporate equities. 
Carefully chosen common stocks now, 
as an investment category, are prefer- 
able to bonds, and well distributed 
second and third grade bonds are pref- 
erable to first grade bonds. 
“The securities of those corporations 
that are the least liable to Government 
regulation and price control, and least 


Directors of the United States Cham- 
ber of Commerce recently outlined a 
program for bringing business, indus- 
try and agriculture together behind the 
President. Leaders of the three business 
categories and, if possible, labor, will 
submit to Mr. Roosevelt what they can 
agree on as a joint program 
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liable to consumers’ strikes and to the 
labor troubles that are increasingly 
common in times of rising costs of living 
and lagging wages, should in general be 
chosen in preference to the securities of 
railroad corporations, public utilities 
and the producers of other so-called 
necessities of life.” 

George W. Bovenizer of Kuhn, Loeb 
and Company, former head of the In- 
vestment Bankers Association, said that 
“the needs for capital by the private 
enterprises of this country, once the un- 
certainties are dispelled and the future 
assured, are far beyond the powers of 
government to supply.” 


quickly. 
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99 JOHN STREET 


How and Where to 
Carry on? 


A merchant, a wholesaler, a manufacturer 
Owes you money. You have, of course, made 
sure that his plant and his stock are properly 
covered with fire insurance. 


He has a fire, a big one. 
companies pay the property loss, in full, and 


But he can’t carry on in that location. It may | | 
take months to rebuild, or recondition his | 
building. Unavoidable overhead piles up. He 
has to pay rent elsewhere. He just can’t af- 
ford these and you lose money along with him. 


Ask your insurance agent about Business In- | 
terruption Indemnity, Rents and Rental Value 
Insurance, Profits and Commissions Insur- 
These, not ordinary fire insurance 
alone, will enable your debtors to carry on. 


| The 

| LONDON ASSURANCE 
The 

MANHATTAN 


Fire and Marine Insurance Company 
The 
UNION FIRE | 


Accident and General Insurance Company 


Write for the names of our agents in any community. 


Robert Morris 
Associates 


ON October 29, just a year after Pres- 
ident Roosevelt announced that 
the United States would buy gold in the 
world market, James P. Warburg said 
before the Robert Morris Associates: 
“A political government which enters 
actively into the economic field without 
disclosing its basic principles and with- 
out enlisting the whole-hearted support 
of the banking and business community 
naturally makes it impossible for any- 
one to appraise the risks involved in the 


The fire insurance 


NEW YORK 


| | 
| | 
| | 
| 
| 
ff 
| | 
= | 
| 
| 
| 
| 


More THAN four decades have passed since The Northern 
Trust Company was founded. In that time this bank has grown 


greatly. To each customer’s problems our officers and personnel 


give close, individual attention. There is a spirit of friendliness 


in the bank. Out-of-town banks which believe with us in the 


value of such customer relationships are invited to make inquiry. 


THE NORTHERN 
TRUST COMPANY 


NORTHWEST CORNER LA SALLE AND MONROE STREETS 
CHICAGO 


most ordinary business transaction. 
“Tt is that inability to appraise risks 
which stands in the way of recovery— 
which leads the Government to accuse 
the bankers of being unwilling to lend, 
which leads the bankers to accuse busi- 
ness of being unwilling to borrow, and 
which leads the average citizen to tear 
his hair in complete bewilderment.” 
Mr. Warburg, who is vice-chairman 
of the Bank of the Manhattan Com- 
pany in New York, pointed out that 
those who advocate nationalization of 
the banks are, knowingly or not, urging 
socialization of the entire state. He 
quoted Communist and Socialist lead- 
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ers—Lenin, G. D. H. Cole of England, 
and Lang of Australia. 

After affirming that “political con- 
trol of money and credit leads to corrup- 
tion and chaos so long as the political 
government which does the ‘managing’ 
is dependent upon popularity at the 
polls,” Mr. Warburg stated that control 
over money and credit should not be 
vested in government or business, “but 
in an independent organism such as the 
Federal Reserve System was intended 
to be.” 

Last January before the Senate Bank- 
ing and Currency Committee Mr. War- 
burg made two suggestions for modifica- 


tion of the System. He repeated them at 
the Robert Morris Associates meeting 
—that Federal Reserve stock be held by 
the public with certain limitations and 
that the Reserve Board consist of only 
three appointive members plus four of 
the 12 district bank governors. 

His “guess’’, said Mr. Warburg, was 
that “there are those who will want to 
hold the threat of a politically owned 
central bank in the background as an 
indication to the bankers of what may 
happen if the Government has any diffi- 
culty in financing its requirements.” 

“Tf the American Government and 
the American bankers are henceforth to 
cooperate with each other, it is essential 
that there be no misconceptions, and 
that both sides proceed with the realiza- 
tion that their interests and the inter- 
ests of the country as a whole are identi- 
cal. It is essential,” concluded Mr. 
Warburg, “that while there be free and 
honest criticism there be no attempt 
by bankers to destroy the prestige of 
the Government, nor by Government 
to place unjust blame upon bankers.” 


INTERNATIONAL 


American trade with Russia seemed lit- 
tle affected by recognition agreements, 
because of the unsettled debts. What 
trade there was has consisted of such 
shipments as the licorice being un- 
loaded from a Russian boat in the pic- 
ture above. Now a more realistic plan 
for debt clearance through a trade pro- 
gram is being considered by government 
and industrial leaders of the two coun- 
tries. Ambassador Troyanovsky has 
gone to Moscow to consult his govern- 
ment and a number of American 
manufacturers are visiting the U.S.S.R. 
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Advertising the 


Small Bank 


To the Editor: 
— task facing the advertising officer 
of a bank today is a difficult one. 
We have the advertising facilities and 
the information concerning practically 
every phase of banking, but the ques- 
tion confronting us today is, “What 
shall we advertise?” 

One form of advertising that would be 
applicable to any bank is service adver- 
tising. Through efficient service bankers 
may be able to hold customers and 
attract new business. Personal service 
has been the theme of bank ads for a 
number of years but, before real benefits 
may be derived from this form of ad- 
vertising, the service must actually 
be rendered. We often hear remarks 
dropped by customers that they are 
doing business with a certain bank 
because of friendship with an officer or 
employee. A popular officer is an asset 
to any bank, but in advertising it is 
most important to convey to the public 
the character of the institution as a 
whole. If customers are attracted to a 
bank solely because of their liking for 
some individual connected with the 
bank, it is reasonable to believe that 
they might be tempted to move their 
business in case this individual, for any 
reason, left the employment of that 
particular bank. Facts pertaining to 
better or unusual services offered by 
banks are valuable advertising material. 

Community advertising is useful to 
banks. In cooperation with-our chamber 
of commerce, we have used a folder to 
describe advantages offered in our city. 
The front page of this large folder con- 
tains the letterhead of our bank with 
space provided for typing a message to 
customers. The inside double pages 
carry photographs of industries and 
historic points of interest in and 
around Demopolis. A short history of the 
city is printed on this page, along with 
facts pertaining to our climate, indus- 
tries, resources, education, churches, 
homes and recreation facilities. Espe- 
cially is this advertising suitable to new- 
comers whom the bank wishes to con- 
tact. The folder creates good will for 
the bank among the local residents and 
also expresses the bank’s confidence 
in the community which it serves. 
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Cash on Hand and Due from 


United States Government 
Securities . . . 


Stock in Federal Reserve Bank . 
Loans and Discounts . 

Real Estate Mortgages 
Overdrafts .. 


Letters of Credit . 
Other Resources . 
TOTAL RESOURCES 


Deposits: 


of U. S. Government Bonds: 
Treasurer—State of Michi- 

U. S. Government 


Comptroller of the 
Currency—Trust Funds 


Miscellaneous 

Other Public Deposits . 
Capital Account: 

Preferred Stock 

Common Stock 

Surplus 

Undivided Profits ‘(aid in) 

Undivided Profits (Earned) 
Reserve for Contingencies 


TOTAL LIABILITIES 


A third medium selected for carry- 
ing messages pertaining to savings 
accounts is a small inexpensive blotter. 
On this blotter we have advertised our 
savings department by outlining a 
definite systematic savings program 
which we believe is suitable to wage 
earners and business executives alike. 
A plan is offered depositors showing the 
amount they will have saved, with in- 
terest at 3 per cent, over a period of from 
one to ten years. 

Deposits are accepted in amounts of 
from $1 to $25, or multiples of those 
amounts. On the blotter is printed a 
table showing the depositor the amount 


The 
NATIONAL BANK 
OF DETROIT 


Statement of Condition, October 17, 1934 


RESOURCES 


$ 63,837,429.84 


Securities other than U. S. Government . 


Accrued Interest Receivable—Net 
Customers’ Liability Account of Acceptances ont 


LIABILITIES 


Commercial, Bank and Savings $214,924,766.19 
Public Funds secured by Pledge 


Reserve for Expenses and Dividends - ‘ 
Our Liability Account of eeu and Letters 


143,634,916.71 $207,472,346.55 
10,890,940.47 
675,000.00 
37,197,995.01 
9,601,157.61 
10,872.15 


755,565.98 


437,857.07 
97,153.29 
$267,138,888.13 


7,836,967.02 
8,025,799.61 


2,010,083.71 
467,567.37 
6,813,059.30 $240,078,243.20 
12,125,000.00 
5,000,000.00 
5,375,000.00 
2,500,000.00 
1,004,495.42 


26,004,495.42 
300,000.00 
313,287.75 


442,861.76 
- $267,138,888.13 


that will be available to him each year 
according to the class of deposits he has 
chosen. 

While individual bankers must de- 
termine the advertising most needed in 
their communities, we have found the 
methods described above beneficial to 
our bank. It is the writer’s opinion that 
service, community advertising and a 
form of investment advertising will 
create good will and enrich the bank by 
the amount of effort put forth. 

GerorcE R. SMITH 
Assistant Cashier 
Commercial National Bank 
Demopolis, Alabama 
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Savings Deposits and Depositors 


area below that registered in 1914, will 
be eliminated when industry again 
reaches more nearly normal conditions. 

The Pacific states showed a gain of 
$127,833,000 in savings deposits during 
the past year. They have now almost 
reached the volume of two years ago, 
$2,085,989,000, but they fall short 
$360,000,000 of reaching the all-time 
high in 1929 of $2,437,241,000. More 
notable than the increase in deposits is 
the 235,000 increase in the number of 
depositors. A year ago depositors 
reached their low point, numbering only 
3,524,322 as against the high record of 
1929 of 4,654,110, a loss of 24 per cent. 
Only two states in this area show a de- 
cline from a year ago—Idaho and Ari- 
zona. The factors adversely affecting 
these states are similar to those in the 
west central area. Savings in Arizona 
have suffered setbacks for a number of 
years since 1929, when $35,615,000 was 
reported in savings and time deposits 
for that state. The number of savings 
depositors has declined until now it 
stands at 36,945, less than half the 
number in 1930. 

The increase of over a million dollars 
in savings in Nevada marks the first 
upward turn since 1929, when the total 
savings deposits were more than three 
times the present volume. The decrease 
in the number of savings depositors has 
flattened out so that by another year an 
increase can be expected. 

Utah and Washington both had a 
gain of $4 per inhabitant. The increased 
price for silver did not greatly increase 
mining operations in Utah because sil- 
ver is largely a by-product of other 
mining enterprises. Their lack of activ- 
ity kept at a low rate the production of 
silver. 

Oregon in addition to a gain of $1 per 
inhabitant in savings had a notable 
gain in depositors, the number rising 
in one year from 210,000 to 250,000. 

California has a high record in savings 
deposits, entering the picture in 1910 
with over $300,000,000, which increased 
rapidly until it almost touched the 
$2,000,000,000 mark in 1929. In the 
five years since then it has varied be- 
tween gains and losses with a total 
volume loss of $198,333,000; but the 
tendency during the past year was up- 
ward, achieving a percentage gain of 
5.2 per cent. If the volume of savings in 
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banks in the state of California had been 
evenly apportioned on last June 30, each 
inhabitant of the state would have re- 
ceived $281, which is a gain of $14 over 
the figure of 1933. 

Farmers have received better prices 
for their crops. The whole area, however, 
was affected by the lack of rainfall. Min- 
ing has been profitable. Merchandising 
and manufacturing have improved. 

Thus the picture of savings covering 
the whole United States is more signifi- 
cant for its tendency than for its actual 
improvement. In four areas, the middle 


Atlantic, the southern, the east central 
and the Pacific, there is some gain in 
savings over a year ago. Ordinarily im- 
provement can first be expected in those 
states in which there is great diversifica- 
tion of industry. The increase of savings 
this year comes rather from the farming 
and mining areas. It is yet too early to 
know whether 1934 reflects a fully stabi- 
lized condition following the reopening 
of banks. Possibly it does not. Several 
years may be necessary before figures 
will show what may be regarded as a 
basic condition of savings. 


IN 1912 state banks and private institutions held 82 per cent 
of total deposits, national banks 18 per cent. Following that 
time there developed a tendency for banks, irrespective of 
type of charter, to give greater attention to the savings 


business. 


In 1927 state banks held 72.8 per cent, national banks the 
rest. Mutual savings banks, which are state chartered, held 


30.8 per cent. 


In 1930 state banks carried 71.5 per cent, although mutual 
savings banks had increased their percentage to 32.3. 

Since that time the national bank percentage has risen to 
29.7, the state bank proportion has dropped to 70.3 per cent 
and the mutual savings banks now hold 44.8 per cent of the 
savings total, including time deposits. 
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Books 


Government Experimentation in Busi- 
ness, by Warren M. Persons, John Wiley 
& Sons, Inc., New York, 1934. 


LL who are seriously concerned 
with government ownership and 
control of business in this country 

will welcome this book by Dr. Persons, 
formerly professor of economics at 
Harvard University and now a consult- 
ing economist, who has briefly reviewed 
the many business ventures of the 
Federal and state governments from 
July 4, 1776, to March 4, 1933. The ob- 
ject is “to assemble the available rec- 
ords of leading Federal and state busi- 
ness ventures” in order to test their 
comparative efficiency with private 
business standards. 

Dr. Persons has taken a generous 
sample of government ventures, includ- 
ing the building of roads, canals, banks, 
railroads and trading posts, the postal 
service, the importation of camels for 
use by the army in the Southwest, con- 
struction of ships, development of in- 
land waterways, Muscle Shoals, state 
experiments in North and South Da- 
kota, Boulder Dam, reclamation and 
agricultural loans. The discussion cov- 
ers such government undertakings as 
“are intended to be ‘self-supporting’ in 
the strictest sense of that term.” 

Dr. Persons outlines the operation of 
these ventures, showing their origin, 
success or failure, and concludes that 
many projects have been either ex- 
tremely disappointing or complete fail- 
ures. Failure is ascribed in many cases 
to mismanagement, political influence, 
bad planning and inefficiency. The 
author holds that “Our form of party 
government is clearly not constituted to 
conduct business operations efficiently 
and profitably.” The “spoils system,” 
dating back to Jacksonian days, and the 
“pork barrel” of later times are ob- 
stacles to a successful participation of 
government in American business. The 
types of activity likely to attract the 
Government, says Dr. Persons, are 
businesses (1) which require large capi- 
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Catalogue room in the New York Public Library 


tal, and (2) which do not attract private 
capital because profits are doubtful. 
The types most likely to be successful 
under government control and opera- 
tion are those having: a small capital; 
simplicity of operation; a certainty 
of immediate returns; a service or com- 
modity which is widely used in the gov- 


ernmental jurisdiction ; and standardized 
methods and standardized processes. 
One can not, after reading this book, 
fail to realize the heavy burdens placed 
upon unsuspecting taxpayers in the 
past in raising funds to finance govern- 
ment undertakings. 
Joun M. CHAPMAN 


Books Received 


AMERICA’S CAPACITY TO CONSUME. 
Maurice Leven, Harold G. Moulton and 
Clark Warburton. Brookings Institu- 
tion, 1934. 265 pp. $3.00. A statistical 
study (with interesting charts and 
maps) of what becomes of America’s 
income. The second in a series of four 
volumes. 

FINANCIAL ORGANIZATION AND AD- 
MINISTRATION. W. Mackenzie Stevens. 
American Book Company, 1934. 660 
pp. $4.00. A text particularly for stu- 
dents who enter specialized positions in 
large corporations. 


THE RISE AND FALL OF THE GOLD 
STANDARD. Sir Charles Morgan-Webb. 
Macmillan, 1934. 184 pp. $1.50. An 
interesting story that starts with Henry 
VII. 

UNDERSTANDING THE NEW STOCK MAR- 
KET. Robert Irving Warshow. Green- 
berg, 1934. 203 pp. $2.50. An authorita- 
tive book on what is new under the 
S. EB. 

CrEDIT MANUAL OF COMMERCIAL LAws, 
27th Edition. Edited by Henry H. 
Heimann, W. Randolph Montgomery 
and Richard G. Tobin. National Asso- 
ciation of Credit Men, 1934. 498 pp. 
$5.00. Reference book with valuable 
data. 


MANUAL OF APPRAISALS. E. H. Boeckh. 
Rough Notes Company, 1934. 267 pp. 
$5.00. Tables, examples of buildings, 
variety of information. 


FEDERAL SECURITIES ACT PROCEDURE. 
J. K. Lasser and J. A. Gerardi. Mc- 
Graw-Hill, 1934. 369 pp. $4.00. Mr. 
Lasser is a certified public accountant 
and Mr. Gerardi a member of the 
District of Columbia bar. 


OUTLINE OF THE NEw Deat LEGISLA- 
TION, 2nd Edition. Howard S. Piquet. 
McGraw-Hill, 1934. 151 pp. $1.00. 
Convenient for reference. Printed on 
large pages, paper-bound. 

THE FLEXIBLE BupceEt. John H. Wil- 
liams. McGraw-Hill, 1934. 279 pp. 
$2.50. Budgeting as related to efficient 
management. 


THE INVESTMENT Po.icy oF TRUST 
Institutions. N. Gilbert Riddle. Busi- 
ness Publications, 1934. 299 pp. $4.00. 
Machinery of investment, legal aspects, 
policies and accomplishments of trust 
institutions, economic trends. 

MONEY AND BANKING IN THE UNITED 
StaTEs. Louis A. Rufener. Houghton 
Mifflin, 1934. 768 pp. $3.50. The author 
is professor of economics at West Vir- 
ginia University. 
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Stormy weather outdoors. But the watchword 
for your telephone is All Clear. The lines must be 
kept open so your voice can get through. Moreover, 


the quality of voice transmission must be All Clear. 
That these “musts” become realities is shown by in- 
creased use of the telephone on bad days—at times 
100% above normal. 


Bell Telephone System 


WORCESTER COUNTY 
TRUST COMPANY 


Succeeds To The Business Of 


Worcester Bank & Trust Company Worcester County National Bank 
(Worcester and Fitchburg) 


Spencer National Bank North Brookfield National Bank 
Second National Bank of Barre 


THE LARGEST COMMERCIAL BANK 
IN MASSACHUSETTS OUTSIDE OF BOSTON 


Assets, now under management in various fiduciary 
capacities by our Trust Department, exceed $35,000,000 


FITCHBURG SPENCER 


BARRE 


WORCESTER 
NORTH BROOKFIELD 


OFFICES AT: 


MEMBER FEDERAL RESERVE SYSTEM 


Social 


Legislation 


OCIAL legislation, notably unem- 
ployment insurance, will be a 
prominent item on the agenda of 

the new Congress. President Roosevelt 

early last Summer outlined a program 
of study to be conducted by his Com- 
mittee on Economic Security, aided by 
an advisory council of prominent na- 
tional leaders in various fields. 
Unemployment insurance, though old 
in Europe, has been largely a matter of 
theory in this country. But the Wiscon- 
sin law, effective last July, and the 
trend of Administration policies have 
plainly forecast an attempt to national- 
ize the economic security idea which is 
the basis of countless retirement and 
pension plans in the business institu- 
tions—notably banks—of the United 
States. On a nation-wide scale, how- 
ever, the proposal offers some new 
aspects and problems; consequently at 
least one large section of the country’s 
employed capital—the retail trade— 
has seen fit to undertake a study of the 
question prior to its prospective con- 
sideration by Congress. 


ACTION BY MERCHANTS 


A NATIONAL committee of merchants, 
headed by Samuel W. Reyburn, presi- 
dent of the Associated Dry Goods 
Corporation, has solicited the opinions 
of retailers with respect to unemploy- 
ment insurance for their industry. 

The committee asked 5,000 mer- 
chants to take part in a joint study of 
the job insurance question. 

“A waiting or fatalistic attitude on 
unemployment legislation may be short- 
sighted,” he said. “The deliberate study 
of the question and the reaching of defi- 
nite conclusions representing the judg- 
ment of our craft should influence 
a sound public opinion and prove of 
value to those drafting and pressing 
bills. 

To facilitate the study, the committee 
has distributed a pamphlet designed to 
give retailers an adequate background 
on the subject. The discussion lists 
arguments for and against unemploy- 
ment insurance and questions to be 
considered. It also outlines features of 
bills presented at various times in state 
legislatures and in Congress, discusses 
the work of the President’s Committee 
on Economic Security, and describes 
the Wisconsin statute. 
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Germany Defaults 


(CONTINUED FROM PAGE 45) 
the two Reich loans, beginning July 1, 
was transmitted to the B.I.S., trustee 
for the loans, on June 14 last. 

The Institute of International Fi- 
nance in New York has estimated 986 
million reichsmarks as the amount 
required for full service on Germany’s 
external obligations between May 1, 
1934, and April 30, 1935. Of this amount 
775 millions represent interest and 211 
millions, amortization. Corrected with 
appropriate deductions, the full service 
would approximate 901 million reichs- 
marks. 

A realistic approach to an examina- 
tion of the wholesale Reich debt mora- 
toria embodies not so much an ethical 
discussion as a consideration of whether 
Germany has the wherewithal to con- 
tinue debt service. Germany carried a 
continued adverse trade balance up to 
and including 1929. Thereafter she ex- 
perienced an excess of exports over im- 
ports which until recently held its 
ground. Her export trade fell from 12 
billions in 1930 to 4.8 billion reichs- 


marks in 1933 while her import trade 
fell from 10.4 billions in 1930 to 4.2 bil- 
lion reichsmarks in 1933. 

The trend has lately been reversed 
and Germany now carries an adverse 
trade balance. This has been largely due 
to political developments within the 
Reich, as was pointedly suggested in 
Secretary Hull’s note of June 28 to the 
German Minister of Foreign Affairs: 
“The German Government is no doubt 
aware that its policies have created op- 
position in many parts of the world, 
which has expressed itself in various 
trade conflicts. . . .” 

Only a cursory examination of the 
facts discloses that the Reich has as yet 
met with no great success, so far as 
trade goes, in securing the means for 
meeting her foreign debt service. 

On November 7 the Reichsbank 
statement showed a 2.24 per cent ratio 
of gold reserve to outstanding circulat- 
ing notes as compared with 2.18 a 
month earlier, 12.1 a year earlier, 26.8 
two years earlier, and 27.8 three years 
earlier, or in November 1931. 


Highway No. 101 
leads to the giant redwoods 


ut every 


California highway 


leads to the Bank of America 


Through the well-organized 


statewide facilities of this bank- 


ing system, transit items or col- 


lections move direct night and 


day. Route your California vol- 


ume through Bank of America 
—420 branches in 253 California 


communities. 


BANK of AMERICA 


NATIONAL TRUST & SAVINGS ASSOCIATION 


CALIFORNIA 


Head Offices in San Francisco and Los Angeles 
—the two Federal Reserve cities 


Bank of America National Trust & Savings 


Association, A National Bank 


and Bank of America, 2 California State Bank 
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are identical in management 


22 
STANDARD 
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for 
Deposit Slips 
Drafts 
Letters 
Withdrawals 
Statements 


Ledger Sheets 


All old papers 
and records 


Say Over 53,000 Users 
for STORAGE FILING 


Leading banks and business firms everywhere use 
LIBERTY Boxes for storage filing and transfer 
— there's a reason why. 


Ever since LIBERTY Boxes were first put on the market, 
over 16 years ago, they have been leaders in their field. 
They are today used by more than 53,000 leading banks 
and business organizations for filing and storing all papers 
and records that must be kept for possible future reference. 
Built in sizes to fit all standard offi 

forms, they semi-seal with cord-and-tensi 

tying or untying — keeping stored records safe, free from 
dust, and instantly accessible when needed. A very small 
annual investment puts and keeps a storage vault in perfect 


| STORAGE 
BOXES 


“ The best, lowest-cost, systematic 
way to do storage filing” 

LIBERTY Boxes are made of the highest qual- 
ity, water-proofed, corsugated fibre board — 
strongly tape reinforced. End labels are at- 
tached as shown. Labelling strips are furnished 
free. To interested banks or firms, attachin; 
coupon to their letter-head, a free sample an 
full information will be sent without obligation. 

Please state purpose for which box is 

wanted (or send sample form to be filed 

and stored) — or ask your stationer. 


Easy to use. 
Low in cost. 


Standard sizes 
for every need. 


BANKERS BOX CO., Inc. 
536-538 S. Clark St., Chicago, Ill. 


Please send sample LIBERTY Box and full information 
regarding sizes and prices. No obligation. Prefer size 
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“Open Door” 


diplomatic representations 
growing out of trade barriers raised 
in Manchukuo, have brought out the 
perennial argument over the so-called 
open door policy in China. In the pres- 
ent case the United States, Great Brit- 
ain and the Netherlands have opposed 
Japan, who contends that a state oil 
monopoly in Manchukuo is an internal 
matter and has no bearing on the open 


door, no country being favored at the 
expense of others. 

The inspiration of the open door in 
China is generally credited to John Hay, 
Secretary of State in 1899, who in Sep- 
tember of that year sent his famous note 
to the principal world powers, including 
Japan. Secretary Hay asked each of the 
powers to declare (1) that it would not 
interfere with any treaty port or vested 
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interests in its sphere of influence, (2) 
that it would permit China to continue 
to enforce her tariff and collect it herself 
and (3) that it would not discriminate 
against other foreigners, where it could, 
in the matter of port dues or rail rates. 

The fate of the Secretary’s proposal is 
well known. Great Britain was the only 
nation that made an immediate offer of 
acquiescence. Japan’s objection was that 
we refused to back our own proposal 
with a promise of armed support. 

Generally it has been thought that 
Hay originated the open door policy. 
But a few months before Hay made his 
proposal Lord Charles Beresford had 
addressed many groups in this country 
urging united efforts of America, Eng- 
land and Japan in maintaining an open 
door in China. Beresford had just re- 
turned from the Orient and was well ac- 
quainted with conditions there. 

A State Department memorandum 
shows that at Hay’s request W. W. 
Rockhill reviewed conditions in China, 
made reference to the Beresford speeches 
and prepared the American statement 
which Hay used in his proposal. 

Like the Monroe Doctrine, which 
originated from a proposal of Prime 
Minister Canning, the open door policy 
was actually Anglo-American in origin. 


CHINA’S NEWS 


Since the end of the last century 
China’s part in world events has been 
largely determined by other nations 
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Christmas 
Funds 


ERCHANTS, in planning their 
Holiday business, look to the re- 
lease of funds accumulated through 
Christmas savings accounts as a source 
of substantial business. 

This year these thrift groups, accord- 
ing to the estimate of Christmas Club, a 
corporation, are repaying some $370,- 
900,000 to 7,500,000 members through 
5,500 banking institutions. The total 
sum is about 6 per cent larger than last 
year and the average accumulation— 
$48.25—represents an increase of 10 
per cent over 1933. Because of mergers 
and consolidations in many commu- 
nities the number of participating banks 
is slightly smaller than a year ago. 

The National Association of Mutual 
Savings Banks reports that the Christ- 
mas funds accumulated in those banks 
amount to $33,426,919 compared with 
$31,220,409 last year, while the number 
of depositors rose from 722,079 in 1933 
to 828,097 this year. Forty-five per cent 
of the aggregate belongs to savers in 
New York State which has the largest 
number of mutuals. 

In attempting to trace the use to 
which the Christmas funds are put 
when the accounts mature, Herbert F. 
Rawill, founder and president of Christ- 
mas Club, sent a questionnaire to nu- 
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merous individual members. Applying 
the resultant analysis to the entire 
distribution, it is estimated that the dis- 
tribution is roughly as follows: 

Forty-two per cent, or $155,400,000, 
for the purchase of Christmas gifts; 25 
per cent, or $96,000,000, for permanent 
savings; 8 per cent, or $29,600,000, for 
year-end commitments; 12 per cent, or 
$44,400,000, for taxes; 5 per cent, or 
$18,500,000 for mortgage interest; a 
similar proportion for insurance pre- 
miums; and the remaining $7,400,000 
for education, travel and charity. 

The estimated total distributions, by 
sections of the country, are as follows: 
New England, $41,962,000; middle 


Atlantic, $168,200,000; east north cen- 
tral, $73,680,000; west north central, 
$19,780,000; south Atlantic, $27,622,- 
000; east south central, $9,470,000; 
west south central, $6,948,000; moun- 
tain, $7,006,000; and Pacific, $15,532,- 
000. New York leads the states with 
about $96,000,000, Pennsylvania com- 
ing second with $39,200,000. 


To those executives who are dissatisfied with their 

present power costs, or are contemplating improve- 

ments to their plant and power facilities, or who 

otherwise have problems of a special nature requir- 
ing a satisfactory solution, 
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Electrical Engineer, offers an economical 
and experienced engineering service, covering 


Surveys and Reports , Design and Construction 
Drexel Bidg. Independence Square Philadelphia, Pa. 
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Public Funds for 
Public Utilities 


E trend toward use of Govern- 
ment funds to finance publicly 
owned utility projects has been 

sharply emphasized during the last few 
weeks. 

After a circuit court judge had halted 
sale of the Tennessee Public Service 
Company’s properties in and near 
Nashville to the Tennessee Valley 
Authority by ruling that a court should 
review prior proceedings before the 
state railroad and utilities commis- 
sion, the T.V.A. announced that the 
transaction had been dropped, and the 
Knoxville City Council went ahead with 
plans for a municipal system. This 
plant, to be financed by a $2,600,000 


P.W.A. loan-grant, would use T.V.A. 
power and would presumably compete 
with the Tennessee Public Service Co. 

Almost simultaneously, the Federal 
Power Commission in Washington ap- 
proved a project for a publicly owned 
hydro-electric plant that would furnish 
power to three industrial counties in 
South Carolina. In this instance also the 
project is to be financed by a $2,767,000 
advance from the Public Works Admin- 
istration. Thirty per cent of the total is 
an outright grant; $80,000 in addition 
has been requested for construction of 
the transmission lines. 

One aspect, sometimes overlooked, of 
the increasing competition for privately 
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owned and operated utilities from pub- 
licly managed companies is the fact 
that all the machinery and equipment 
used by the latter was invented and de- 
veloped by private initiative and pri- 
vate funds. This point was made by 
H. O. Caster, retiring president of the 
American Gas Association, at the recent 
annual convention of the Association. 
The modern methods of power genera- 
tion, distribution and application are all 
products of individual resourcefulness; 
they have been developed to their pres- 
ent state of efficiency by private capital 
and enterprise. 

Representatives of the gas companies 
at their convention in Atlantic City ex- 
pressed opposition to the “unjust and 
unfair” competition of the Tennessee 
Valley Authority’s whole power project. 
A resolution adopted by the Association 
said the T.V.A. program of electrical de- 
velopment was founded on the use of 
Government funds to which the gas in- 
dustry was a large contributor. The 
Authority itself was free from the tax 
burdens borne by private utilities. 

“The T.V.A.,” said the resolution, 
“does not have to comply with many 
parts of the Government’s recovery 
measures. It enjoys the cooperation of 
other agencies of government in loans 
and grants to extend the scope of its 
electric markets. Finally, it has the 
backing of Federal credit in the promo- 
tion and financing of electric appliances 
and is supported by the powerful pres- 
tige of the Government of the United 
States.” 

The prospective Government compe- 
tition, the Association held, violated 
“the avowed purpose of the T.V.A. Act 
itselfi—to foster ‘an orderly and proper 
physical, economic and social develop- 
ment’ of the area.” If carried out as an- 
nounced and extended to other dis- 
tricts, it would result in “grave injury 
to the gas industry, its workers, inves- 
tors and consumers.” 
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F government is to have an increas- 
| ingly close relationship with busi- 
ness, it would seem logical that men 
who take government positions of 
responsibility should be thoroughly 
competent to administer the business 
side of public service. 

At a time when some of the activities 
of the Washington “brain trust” were 
being criticized, President Roosevelt 
took occasion to defend the employment 
of trained minds in government. Speak- 
ing at Yale University last June he said 
that although there had been “‘a certain 
amount of comment about the use of 
brains in the national Government, 
it seems to be a pretty good practice— 
a practice which will continue—this 
practice of calling on trained people for 
tasks that require trained people.” 

Recognizing that young men trained 
for business should have a background 
in the business problems of the govern- 
ment and an appreciation of the con- 
tacts which government has with 
business affairs, the Harvard business 
school is inaugurating a program in 
public administration, designed pri- 
marily to prepare students for the busi- 
ness aspects of public service. The new 
course will also supply background for 
men entering private business by train- 
ing them to deal with questions arising 
out of the relationships between govern- 
ment and business. 


Business in Government 


The creation of this program, says 
Wallace B. Donham, dean of the school, 
“grows directly out of the belief that 
further opportunities to study the 
interrelations of business and govern- 
ment and the business problems of 
government must be provided if men 
entering business are to be of maximum 
value to business and of greatest possible 
service to the community. 

“Our graduates in increasing num- 
bers enter public agencies administering 
governmental functions. The opportun- 
ity to specialize in public administration 
will provide such men with wider back- 
ground in this field. It will also meet 
requests made by a number of govern- 
ment agencies that we fit men more spe- 
cifically for the business side of public 
service for employment in these agencies. 

“The changes now going on empha- 
size more concretely than ever the 
necessity for broadly trained men both 
in business and in government.” 

In connection with the regular courses 
in private business, students will have 
opportunity to study such topics as 
Federal finance, taxation, monetary 
policies, public accounting, Government 
aspects of marketing, application of 
statistics to Government regulation of 
utilities and other industries, public 
administration, the agricultural indus- 
tries and the relations of government 
functions to private business enterprise. 


Part of the Treasury office force. The largest 
business in the country is that of government 
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BANKING REALESTATE 


PUBLIC UTILITIES AUTOMOTIVE 


RAILROADS LUMBER 
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BANKING 


Toe judicious operations of banking,’’ said Adam Smith, ‘‘by 
providing, if I may be allowed so violent a metaphor, a sort of 
waggon-way through the air, enable the country to convert, as it 
were, a great part of its highways into good pastures and corn- 
fields, and thereby increase very considerably the annual produce 
of its land and labour.”’ 


If the author of ‘‘The Wealth of Nations’ were writing today he 
would want to revise his heavy definition. 
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Whatever the Trouble, It Isn’t Lack of Gas 
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CARLISLE IN THE OKLAHOMA CITY DAILY OKLAHOMAN 


CONVENTION 
CALENDAR 


A.B.A. Meetings 


Jan. 24-25 Eastern Savings Conference, Wal- 


Feb. 12-14 


1935 
May 7-8 


May 14-15 
May 23-24 


Dec. 10-13 


Dec. 13-14 


dorf-Astoria Hotel, New York, 
N. Y. 


Annual Midwinter Trust Confer- 
ence, Waldorf-Astoria Hotel, New 
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PLATEAU 


Customer Relations 


By WALLACE L. ROBINSON 


Farmers Bank and Trust Company of 
Lancaster, Pennsylvania 


ODAY the country banker studies 

his public. Internal operating effi- 

ciency and a sound investment pol- 
icy remain as bed rocks in the success 
of his institution. Profits continue to 
create dividends and good loans never 
end in charge-offs. But public relations 
—that phase of modern banking which 
has been aptly named “customer rela- 
tions”—is getting an extraordinary 
amount of the country banker’s atten- 
tion. 

True, the customer always played a 
leading part in the routine of the small 
city and country banker but until the 
banking holiday “public relations” be- 
longed to the larger city and metropoli- 
tan banking field, receiving little notice 
in the small cities and country. In the 
first place, the subject was linked with 
advertising, and the country banker re- 
garded advertising as proper for the big 
banks but of little or no value to him. 
Secondly, public relations—so the coun- 
try banker reasoned—had to do with 
great masses of people. Banks with 
thousands of customers might find 
value in a public relations program, but 
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he knew every customer by name and 
didn’t need it. 

However, the depression, bank clos- 
ings and the bank holiday all contrib- 
uted to place the country bank cus- 
tomer on a par with his metropolitan 
cousin. That’s why country bankers are 
thinking along public relations lines to- 
day; they are turning to the leadership 
which the American Institute of Bank- 
ing provides for a solution of their most 
important current problem. 

In Lancaster County, Pennsylvania— 
a typical inland banking center—a 
chapter of the American Institute of 
Banking with a membership of more 
than 400 back in 1929 found itself in 
1934 with less than 150 on its rolls. 
Bank closings and curtailed incomes had 
taken their toll. 

Obviously the chapter needed a re- 
kindling of enthusiasm along lines that 
would grasp the imagination of city and 
country bankers and, perhaps, win a re- 
sponse from bankers in neighboring 
counties. We scored heavily on each 
count. 

On our membership list were several 


Banks are constantly studying prob- 
lems incident to their contacts with the 
public. The picture shows a staff cus- 
tomer relations conference at the 
Wachovia Bank and Trust Company, 
Asheville, North Carolina 


persons qualified to conduct a course 
in constructive customer relations. 
These men knew the value of personal 
contact, understood the problems which 
exist between banks and customers, 
could talk intelligently on the general 
subject of bank advertising, promotion 
and salesmanship. But they were local 
men, and for this reason it was felt that 
they could not rally all groups of bank- 
ers in Lancaster and adjoining counties 
around a common center. 

We had decided that this course in 
constructive customer relations should 
be the means to the end. We had faith 
in our own diagnosis of local conditions 
and believed that sufficient interest ex- 
isted in the public relations problem in 
both large and small banks to bring out 
the crowd. We obtained a man who 
knew the subject but who was removed 
from the local banking field. He should 
look in upon the problems of all banks 
without representing any particular in- 
stitution. Here was an ideal setting to 
rebuild the chapter, give the bankers 
of Lancaster and nearby counties an 
interesting course in public relations, 
and do a real job for the cause of 
better banking in our community. 

We prepared a folder outlining the 
course in constructive customer rela- 
tions of the American Bankers Associa- 
tion. Members of Lancaster chapter of 
the A.I.B. were enrolled at a lower fee 
than non-members; incidentally, our 
chapter enrollment immediately began 
to grow. Folders were sent to all mem- 
bers of the chapter, to officers of banks 
regardless of A.I.B. membership, and to 
chapter officers in neighboring counties. 
Enrollments came in and the success of 
the program was a foregone conclusion. 

One of the principal objectives of the 
course was to find answers to trouble- 
some questions—uniform, intelligent 
answers based on sound fact. The 
theory was that there must be a right 
answer to every question and members 
of the class pooled scores of replies un- 
til the right one was found. 
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